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P-ROGCEEDI-NGS
10: 00 a. m

CHAI RVAN SURO-BREDI E:  This hearing wll
conme to order. This hearing is being conducted by the
Trade Policy Staff Commttee, TPSC, an inter-agency
body chaired by the Ofice of the US.  Trade
Representative. |In addition to USTR today, there are
representatives from the Departnent of Agriculture,
Commerce, State, Labor and the U S. International
Trade Conmm ssion. Menber of the USTR staff worki ng on
mar ket access al so are present.

The subject of this hearing is market
access in the DOHA devel opnent agenda negotiations in
the Wrld Trade Oganization, specifically for
agricultural products. The DOHA decl aration outlines
three objectives of the agriculture negotiations:
substantial inprovenents in market access, production
wth a view to phasing out all forns of export
subsi dies, and substantial reductions in donestic
support. Market access i ssues for negotiation include
tariffs, tariff rate quotas, tariff adm nistration and

inport state trading enterprises.
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Testinony is welcome wth as nuch
specificity as the witness can provide on genera
negoti ati ng objectives and/or targets, country and
product - specific interests or barriers, and
particularly measures that m ght be inproved in the
context of the newnegotiations including bothtariffs
and non-tariff measures. Wth regard to non-tariff
measures, any avail able details on the foreign | aws or
regul ations that lie behind the barrier would al so be
hel pful . To the maxi numextent possible, comobdities
shoul d be i dentified by harnoni zed syst emnonencl at ure
at the six digit level and to specify markets of
i nterest.

The DOHA decl aration calls for nodalities
for the negotiations to be reached by March 31, 2003
and subm ssion of initial schedules by the WO 5th
mnisterial neeting likely to be held in m d-2003.

In light of the schedule for presenting
mar ket access offers, the TPSC invites coment and
testinmony on all these matters and, in particular,
seeks comments addressed the economc benefits and

costs to U S. producers and consunmers of the
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reductions of tariffs or non-tariff barriers on trade
between the U S. and other WO nenbers and the
recommended staging schedule for reduction and
existing non-tariff barriers to trade and goods
between the U S. and other WO nenbers and the
econom c benefits and costs of renoving those
barriers.

W wll turn now to Barbara Chattin,
Deputy Assistant USTR for Agriculture who will give
openi ng remarks after which the panel will introduce
t hensel ves and then we wll hear from the first
W tness. Thank you.

IVS. CHATTI N: Thank  you. uU. S.
agricultural exports exceed $50 billion a year
accounting for around 25 percent of cash receipts in
agriculture. Agricultural exports and inports play a
significant role in the U S. economc growh and
out put . Neverthel ess, world agricultural markets
continue to be heavily distorted by high tariffs,
export subsidies, and trade distorting support. For
exanpl e, the gl obal average allowed tariff under WO

commtnments is over 60 percent. At the sane tine,
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while U S. agricultural tariffs are relatively |ow,
around 12 percent, there are a nunber of areas where
our trading partners would like to see further
i beralization by the United States.

WO nenbers have identified anbitious
obj ectives for the agriculture negoti ati ons under the
DOHA devel opnment agenda calling for substantial
i nprovenents in market access, reductions of with a
view to phasing out all forns of export subsidies and
substantial reductions in trade distorting donestic
support.

WO nmenbers established a work plan to
achi eve these objectives. Di scussions on specific
proposal s in each of the three areas have occurred in
the summer and fall. One nore negotiating sessionis
scheduled for this year, the week of Novenber 18.
Work i s expected to intensify at the begi nning of next
year as WO nenbers agreed that nodalities were to be
establ i shed by March 31, 2002.

The United States has taken a | eadership
role in calling for WIO nenbers to inplenent these

objectives. In the area of market access, the U S
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has call ed for WO nenbers to apply a Swiss 25 formul a
for reducing tariffs, a 20 percent expansion of tariff
rate quot as, strengthening disciplines on TRQ
adm ni stration, ending single desk status of state
trading enterprises, and ending the special
agricul tural safeguard.

W are here today to hear your views on
achieving U S. objectives to inprove nmarket access
opportunities while remaining attentive to donestic
concerns in addressing the various objectives of our
trading partners. Qur hearing today builds on formal
and informal private sector comment, consultations
with Congress and the econom c analysis of the ITC
over the past three years. W appreciate the efforts
you have nmade to contribute to this public coment
process through both your witten coments and
t esti nony. Qur inter-agency team has devel oped a
nunber of questions in response and we | ook forward to
heari ng your replies. Thank you.

CHAI RVAN SURO- BREDI E:  So we wi | | now have
t he panel introduce thenselves starting wth Mark.

MR, LINSCOIT: | am Mark Linscott, Deputy
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Assi stant USTR for Environnment and Natural Resources.

MR.  HAFEMEI STER: My nane is Jason
Haf enei st er. | amthe Director for WIO Agriculture
Negoti ati ons at USTR

M5. CHATTI N Barbara Chattin, Deputy
Assi stant USTR for Agricultural Affairs.

CHAI RMAN SURO- BREDI E: "' m Carnmen Suro-
Bredie and | will be chairing the TPSC heari ng.

M5. HENKE: |'m Deborah Henke. " m the
Director of the Milti-Lateral Trade Negotiation
Di vision of the Foreign Agricultural Service at USDA.

MR. COLEMAN: My nane i s Jonat han Col enman.
i'mwth the Agriculture and Forest Products D vision
of the United States International Trade Comm ssion.

M5. MORROW  Good norni ng. My name is
Cara Mrrow and | nonitor agriculture for the
Departnent of Conmmerce.

M5. VALDES: Good norning. M nane is Ana
Val des. | amfromEurope I nternational Labor Affairs,
Departnent of Labor.

CHAI RVAN SURO- BREDI E:  Thank you. W wi ||

now ask for the first wtness, Alfred Hensler,
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Chai rman, Sweeteners Users Association. Thank you
M. Hensler.

MR. HENSLER: Good norning. | don't know
if youre all aware. The Wiite House grounds were
breached this norning just a few m nutes ago while we
were right there. Arned guards canme out and got the
man down and we were told to disperse. So after that,
| decided this is going to be a piece of cake.

Thank you for the opportunity to provide
coment s today. My name is Fred Hensler. ' m the
seni or commer ci al manager wi t h Mast er f oods USA, better
known as M&M Mars. The Sweetener Users Associ ation
i ncl udes t he conpani es that use sweeteners in food and
beverages as well as the trade associations that
represent them

SUA heartily endorses the U S. proposa
for global agricultural trade reform If it is
adopted, we would expect the effects to be very
positive. The key elenents of the U. S. proposal from
a sugar perspective are reduction in tariffs, an
increase in tariff rate quota quantities, elimnation

of the special agricultural safeguard, a reductionin
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non- exenpt donestic support, elimnation of export
subsidies and an agreenent on the date for the
conplete elimnation of tariff and quot as.

Unfortunately, based on the past actions
of this adm nistration, we do not have nuch confi dence
that this is really going to happen. Its acceptance
of this year's farml egi slation which reversed earlier
reformse of the sugar program its apparent
willingness to jettison the bilateral sugar trade
liberalization with Mexico negotiated after NAFTA and
its actions on steel and other issues suggest a
limted willingness to stand up to special interests
like the donestic sugar I ndustry. If the
adm ni stration wants SUA and ot her parts of the food
and beverage industry to work for trade reform it's
going to have to do a better job of denonstrating its
own comm t nment .

In contrast to nost other agricultural
comodities, the U S. sugar does not trade anywhere
near the world price. Public support for sugar
producers is provided in a manner that directly and

intentionally penalizes the producers' custoners. The
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food industry has turned to other sweeteners where
possi ble and increasingly finish products are being
inported from abroad rather than being produced
donestically because of the radical difference in the
sugar i nput costs.

Two types of tariffs apply to the US
sugar inports. End quota inports are subject to a | ow
or zero tariff, over quota inports are subject to
tariffs designed to be prohibitive. The MFN over
quota tariff for raw sugar is nore than tw ce the
current world sugar price while a |lower but stil
substantial over quota tariff applies to inports from
Mexi co. Current production for sugar is in fact
nearly absol ute.

A reduction in over quota tariffs using
the Swiss fornmula would be an effective way of
eventually reforming the U S. sugar program but it
would not be quick. Even under the best of
circunstances, it could be 2008 or 2009 before the
over quota tariff is |low enough to allow additiona
inports. There may not be a donestic confectionery

industry by that tinme. A reduction over five years in
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the over quota tariff is no nore than 25 percent woul d
| eave that tariff at only a few cents per pound. At
those levels, it would not make nuch difference
whet her the TRQ was abol i shed or not.

The five percent cap on trade distorting
support woul d be inportant because the sugar program
accounts for a big part of that support. The cap for
the US. would be about $10 billion. The trade
di storting support for sugar in each of the |last few
years has been at least $1 billion or nore. Most
studies of the U S. sugar program agree that the
absence of the current U.S. inport barriers, the world
sugar price would increase. However, the price would
not riseto current U S. sugar prices. Therefore, the
U. S. donestic price would be lower. This would cause
sone reduction in U S. sugar production but woul d not
by any neans elimnate the donestic industry. Al |
these studies find that the economc effect would be
positive for our nation.

SUA believes that many positive effects
Wil | result from t he mul ti-1ateral trade

l'iberalization. Consuners would pay less for food.
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The nearly extinct independent cane refining sector
woul d have nuch needed relief. There are only three
cane refining conpanies | eft. Taxpayers woul d benefit
because substantial quantities of secondary inports
woul d enter the United States conpared to al nost none
at present generating substantial tariff revenue.
Food and bever age conpani es woul d benefit in a variety
of ways. American workers would benefit because one
of the nost unfortunate effects of the current sugar
policy is its tendency to encourage novenent of food
manuf acturing offshore would either disappear or be
reduced.

In summary, nulti-lateral sugar trade
liberalization would help the U S. econony. I n
addition to the annual econom c benefit of between
$500 mllion and $2 billion, |liberalization would
encour age product innovation, stimulate demand, keep
jobs in the United States, provide benefits to |ow
i ncone Anericans, and help maintain a viable cane
refining industry. Current U S. sugar policies harm
the national interest. Li beralization would be

pursued not only in the DOHA round but also in every
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ot her trade negotiation in which the United States is
engaged. Thank you.

CHAI RVAN  SURO- BREDI E: Thank you, M.
Hensl er

If I could rem nd the witnesses that the
panel would like to keep their testinony to five
mnutes as we laid out. Now for questions. The first
two questions wll cone from U S. Departnent of
Agricul ture.

MS.  HENKE: Thank you very nuch, M.
Hensl er. The first question we have is on your
cal cul ations for the phase down of the sugar tariff.
Coul d you give us nore i nformati on about how you nmade
these cal cul ations using the Swss fornmula that was
proposed in the U S. proposal, if not verbally perhaps
in witing.

MR. HENSLER: We'd be happy to get back to
you in witing.

M5. HENKE: Thank you.

CHAI RVAN SURO- BREDI E: Sorry to interrupt.
Could you send that information to Goria Blue by

email so it would be gblue@str. gov.
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MR. HENSLER: Yes, we will.

CHAI RMAN SURO BREDI E:  Thank you.

MS. HENKE: Thank vyou. The second
gquestionisif the U S follows your recommendation to
end tariff protection fromsugar, how do you suggest
t he sugar program woul d have to be changed?

MR. HENSLER What |1'd i ke to see is have
it go like everything else, go to a marketing | oan
type arrangenent where the consuners are not
penalized. It's spread over the entire industry where
the producers are protected by alimt on howlowthe
sugar price would go andit's not actually affected in
the actual nmarketing price of the comodity.

CHAI RMVAN SURO BREDI E:  Qur next question
is fromthe Departnent of Commerce.

M5. MORROW  Good norni ng.

MR. HENSLER: Good nor ni ng.

M5. MORROW I n your subm ssion, you note
the potential for trade renedi es such as anti -dunpi ng
measures to be used to frustrate market access. Do
you have any recommendati ons on i nproving WIOrules in

this area?
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MR. HENSLER: | mproving WO rul es. Not
off the top of ny head. No, | don't.

CHAI RVAN SURO-BREDIE: | f you would |ike
to reflect on that.

MR, HENSLER If we could get back to you
in witing, we'd be happy to respond. Thank vyou.
Wuld that go directly to you?

CHAI RVAN SURO-BREDI E:  No. Just send it
to Joria and she'll send them to the whol e panel
And your witten response will be part of the public
record as well.

MR. HENSLER:  Yes.

CHAI RVMAN SURO-BREDI E:  And then the | ast
question will be by the Departnent of Labor.

MS. VALDES: Good norning, M. Hensler.
Has your organi zation received any coments fromthe
donestic sugar producers? If so, what is their
position?

MR. HENSLER: Well, their position would
be exact opposite of ours. There are only about
10,000 sugar producers in the United States now.

There's 287,000, 000 consuners and right now they are
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controlling the sugar policy of this country.

MS. VALDES: Thank you.

CHAI RVAN SURO- BREDI E:  Does t he panel have
any nore questions? No. |If not, thank you so nuch,
M. Hensler.

MR. HENSLER: Thank you.

CHAI RVAN SURO BREDI E:  Sorry you had such
an exciting norning.

The next witness is Mara Burr, Special
Counsel for International Trade Policy, the Humane
Society of the United States. Wl cone.

M5. BURR  Thank you for the opportunity

to be here today. | will uphold the tradition of
brevity and I will not regale you with a nunber of
figures and i nport statistics so perhaps |I'l|l make you

happy as wel | .

The so-called three pillars of the
agriculture negotiations are substantial inprovenents
in market access through reduction with a view to
phasing out all fornms of export subsidies and
substantial reduction in donestic support. Each of

t hese objectives is inportant and nust be addressed if
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t he DOHA devel opnent agenda is to conme to a successful
concl usi on.

There is a fourth area that nust al so be
addressed before anyone can rightly claim the DOHA
agriculture negotiations a success. That subject is
non-trade concerns including the inportant issue of
animal wel fare. Market access for agricul tural goods
in the context of the Wrld Trade O ganization
negoti ati ons cont enpl at es t he reducti on or
prohibitively high tariffs, unrealistic tariff rate
guot as and ot her donestic trade policy that unfairly
harnms foreign agriculture producers.

The heart of the problem in the
agriculture negotiations is how to strike a bal ance
bet ween encouragi ng and supporting donestic producer
on the one hand and liberalizing access to the
donestic agricultural markets on the other. There are
a great many questions we all nust answer when
approachi ng the i ssue of agricul ture and nmar ket access
for agricul tural goods. Mar ket access for
agricultural goods is a multi-lane highway wth

numer ous countries | ooki ng toward t he WO negoti ati ons
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to provide new and expanded markets for their
agricultural goods. It is not just a matter of U. S.
producers looking for greater access to foreign
mar ket s. It is also a matter of foreign nations
| ooking to obtain greater access to the United States
mar ket .

There are many questions that our trade
negotiators nust consider in the DOHA devel opnent
negoti ati ons of the WO For exanple, wll greater
liberalization of agriculture markets cause sone
producers to |ose market share and eventually be
forced from this sector altogether? Is it in our
national interest to see U. S. agricultural operations
shift fromthe United States to other countries? Are
there | essons to be | earned fromour trading partners
when it cones to the agricultural sector? And do a
majority of U S. citizens consider agriculture an
i ndustry of inportance to our national security? Are
t here adequat e precautions and renedies built intothe
WS system to allow for the US. to prohibit the
inport of products that are abhorrent to the

sensibilities of U S. consunmers and/or products that
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could adversely affect the health or safety of
consuners in the U S. ?

The U S is in a world-wide struggle
against terrorism Have we secured the U S
agricultural sector fromterrorist attacks? These are
but a fewinportant questions that nust be consi dered
in the DOHA devel opnent negoti ati ons. Negoti ati ng
significant reductions in tariffs and tariff rate
quotas may allow for greater market access for U S
goods but such negotiations wll also result in
greater access to the US. market for foreign
agricul tural goods and i ncreased conpetition for U S
producers. That neans that products from devel oped
and devel oping countries will be conpeting with the
U.S. produced goods. G ven the divergent standards in
many countries concerning agriculture production,
environmental protection and health and safety
standards, sone of these products may be significantly
inferior to U S. products.

Nevert hel ess, product s pr oduced in
questionabl e conditi ons and subj ect to nonexi stent or

m ni mal health and safety standards may be
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significantly cheaper than U S. products. As such
t hese products may be attractive to some consuners.

The United States nust ensure that both
U.S. products and inported products are safe for
consuners and allow for consuners to make i nforned
choices. Agricultural products should be | abel ed and
the | abel should contain information concerning how
t he product was produced and under what conditions.
There should be strict standards on any product
| abel ed organic, chem cal and pharmaceutical free.
Animal s that are force fed anti biotics and ot her drugs
to artificially enhance growth should be |abeled as
such and now all owed under any circunstances to be
| abel ed in a m sl eadi ng manner.

The United States should carefully
consi der the environnmental and agricul ture connection
and find ways to address the environnental degradation
caused by agriculture in the US. and in other
countries. Wiy should this be part of the WO
negoti ati ons? Because greater i beralization
agriculture markets should not be used as

encour agenent for unsust ai nabl e agricul tural
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practices. The connection between the environnental
fall-out fromintensive or factory farm ng operations
shoul d be exam ned before these agriculture nethods
are exported to devel oping countries.

Many devel oping countries presently are
unabl e t o conpet e agai nst the U. S. or European farners
because they do not enjoy the conparative advant ages
of these producers brought on by years of governnent
subsidi zation or protected narkets. The market
distortions caused by U S. and European agriculture
policies should not be wought upon devel oping
countries trying to conpete in the gl obal agricul tural
mar ket s. That is, the devel oped world should stop
dunpi ng agri cul tural products on devel opi ng countri es.

Devel opi ng country products produced in a
manner that pronotes environnmental protection, aninal
wel fare and health should be certified |abeled and
given preferential duty free treatnent and other
preferential market access. The United States and
ot her devel oped WO nenbers should work to encourage
sustainable agricultural practices in developing

countries through incentive prograns. The United
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States already has a nunber of prograns in place to
encour age devel opnent in the devel oping world. The
generalized system of preferences, the Andean Trade
Preference Act and the African G owth and Qpportunity
Act as well as other bilateral agreenents.

The United States should put in place a
programto encourage and reward devel opi ng countries
for undert aki ng sust ai nabl e agri cul tural prograns that
pronot e human heal t h, ani mal wel fare and envi r onnent al
prot ection.

The | ast area | want to address concerns
the non-trade issues being discussed in the DCHA
agricultural negotiations. The issue of aninal
welfare is inportant to US. citizens as well as
citizens fromother countries. The European conmunity
tabl ed a proposal on animal welfare to the WO i n June
of 2000. Since that time, very little novenent on
this proposal has taken place. If there is a
perception that the European proposal is nerely a
protections ploy, thenit is incunbent upon other WO
menbers to offer proposals that wll be nore

accept abl e.
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The i ntransi gent shown by WO nenbers over
t he European proposal appears to have little to do
with animal welfare. Rather, the negative reception
given to the aninmal welfare proposal appears to be
reaction to European agricultural polices over the
| ast 30 years. The HSUS bel i eves that ani mal wel fare,
specifically conpensati on paynents to farners pursuant
to the green box and t he agreenent on agricul ture nust
be squarely addressed in the negotiations. If the
European proposal is not acceptable to other WO
menbers, then the HSUS chall enges the United States
and ot her WO nenbers to offer up a proposal that wll
be accept abl e.

| want to thank you for the tinme to
address you today.

CHAI RVAN  SURO- BREDI E: Thank you very
much. The first question will be asked by the
Departnent of Conmmerce.

M5,  MORROW This question is about
| abeling. Labels in the United States are regul ated
to ensure consuner safety and there are various

vol untary schemes such as the new organic standards
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that allow producers to specify if they have gone
beyond the legal limts. Some have expressed concern
that mandatory labeling that is overly burdensone
could greatly reduce the ability of devel oping
countries to conpete in global narkets. Do you
bel i eve non-trade concerns related to production and
processi ng net hods can be addressed t hrough vol untary
| abel i ng systens?

MS. BURR I think there's a place for
voluntary systens. The only problem wth voluntary
systens is that you can not ensure -- well, obviously
you can't ensure conpliance and, 2) who sets the
standard really? | think we need to go beyond
nati onal standards or nation by nation standards, and
| think it's appropriate in the WO context with 144
menbers discussing agricultural Iliberalization to
di scuss the issue of how do we pronpbte organic
products, pharnmaceutical-free products, free range
products. And | think in the WIO context it would be
a way that you can get sone agreenent anobng countries
of what those | abel s mean, howthey coul d be enpl oyed,

and per haps a nechani smcould be set up in which they
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may be voluntary but at least there would be
definitions agreed to on a nulti-lateral basis.

So voluntary could work but | think in
order for such a systemto work to be relied upon by
consuners, you're going to go beyond that. There w ||
have to be national prograns in place and then a
multi-lateral context for taking the next step to
having a nulti-lateral agreement or nulti-|ateral
st andar d.

CHAI RVAN SURO- BREDI E:  The next question
w Il be posed by USDA

M5. HENKE: Do you believe that under the
current donestic support rules the European Union
coul d i ncl ude conpensati on paynents for ani mal wel fare
in the green box as long as these progranms are
designed in such a way that they are not trade-
di storted?

M5. BURR Yes. | believe that such
paynents are contenplated in the green box. The only
problem with it is that if you look at the actua
wording, it talks about environnent or governnent

regul ati on. Animal welfare is obviously not
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specifically addressed and | think one problemwth
the way that the green box is worded is it is subject
to varying interpretations and | think the European
concern, as well as groups |ike the Humane Soci ety of
the United States and others, is that if all the
countries believe it's in there now, we're in the
m dst of agriculture negotiations, what would be the
harmto explicitly wite it in?

| think that's been a European probl emfor
quite a while. They are not as confortable with the
U S belief that | aw devel ops and it can be devel oped
in an interpretative way. Most of the countries in
Europe are code |aw countries nmeaning if it's not
witten down, if it's not in the code, it's not the
I aw. And so we need to deal with that disparate
interpretation of how | aw i s nmade.

So while |I believe the intention in the
green box was to have paynents like this, | think we
need to go one step further and actually wite it in
and, if that's done, then | think the U S. obviously
could take advantage of it as well as the European

Union. And | think it's very inportant to nmake sure
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t hese are non-trade di storting paynents. Nobody wants
to see this as protections and nobody wants to see
this harm producers in other countries. That's not
the intent behind it, and we sincerely believe that it
shoul d not be the result of such action.

M5. HENKE: Thank you.

CHAI RMAN  SURO- BREDI E: The next two
guestions are by USTR

MR. LI NSCOIT: Thank you, Mara. My first
guestion also relates to |abeling. How does the
Humane Soci ety view di scussions in the WO Conm ttee
on Trade and Environnment under paragraph 32,
subparagraph 3 of the Doha declaration as being
relevant to its position on | abeling for process and
production nethods and, nore specifically, does the
Humane Soci ety believe that existing WO di sci plines
inthe TBT and SBS agreenents provi de sufficient scope
for | abeling prograns, whether voluntary or mandatory
and, if not, does the Humane Society advocate a
speci fic mandate for new negotiations related to eco
| abel i ng?

M5. BURR | guess one probl emgoi ng back
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to the Doha declaration is that there were, | think,
three or four incantations of the declaration. The
final one that cane out said in labeling for
envi ronnent al purposes. Now, |'mnot certain if that
envi ronnment al purpose | anguage was neant to exclude
other purposes for labeling or if it is to be

interpreted as very broad and enconpassi ng a nunber of

reasons for | abeling that could fall under
envi ronnent . W're back a bit to the green box
gquestion. If it's not there specifically, can it be

covered in the |language that is there now?

So that's a question | think first for
negoti ators what was neant by that |anguage. I
believe that negotiations on eco labeling could
enconpass ani nal wel fare | abel i ng because there is an
envi ronnmental connecti on. | believe also TBT
contenpl ates the idea of |abeling and probably woul d
all ow nost types of |abeling. The problemwth the
way the WIO has functioned is -- | believe, and |'m
not sure nmany people wll disagree with ne -- what
peopl e thought happened at the end of the Uruguay

round and the comm tnments that we'd undertaken seened
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to have changed sonewhat in dispute settlenment over
the years and so | think it's very inportant if we're
going to talk about Ilabeling in the agricultural
context, we should tal k about it in agriculture and so
| don't believe new negotiations are nandated. I
believe that the parallel negotiations in agriculture
and on equal labeling and in the TBT could actually
al | address the subject and one answer coul d cone out
of all three. | don't think new negotiations need to
be initiated.

MR, LINSCOIT: GCkay. M second question
relates to your testinony from the Humane Society
whi ch hi ghli ghts the connecti on between |i beralization
and agricul tural mar ket s and envi r onnent al
degradation. Does the Humane Soci ety vi ewthe mandate
in paragraph 51 of the Doha declaration to identify
and debate the environnmental effects of all areas of
negoti ation as an opportunity exam ne t he
envi ronment al i nplications of negoti ati ons on
agricultural reformin the WO?

M5. BURR Absol utely. | think it was

intended to be broad and i ntended to | ook at several
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aspects of how the negotiations are going forward and
how trade liberalization can affect the environnent.
And obviously it can affect the environnent in
positive ways as well as negative ways. And our
belief is that so often we get in these negotiating
rounds, if you wll. Each sector is |looked to in
i sol ation and, quite frankly, many of the negotiations
touch and concern the environnment. That nmay not be
clearer in any other sector than it is in agriculture
because you do have the factory/farmi ssue.

You do have the issue of the feedl ots and
the environnental run-off from feedlots, the soil
contam nati on, water contam nation, air contam nation
and those practices, we believe, are inportant in the
United States and we don't want devel opi ng countries
to believe the only way they can conpete in
agriculture is to develop practices that are
unsust ai nabl e for their particular circunstances and
are unsust ai nabl e generally. And so it woul d be hoped
that we could realistically address the environnental
i npact that agriculture has and figure out a nulti-

|ateral way to address it so that countries are free
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t o adopt practices that are sustai nable and that all ow
themto conpete in the global market place.

MR. LINSCOTT: Thank you.

CHAI RMAN  SURO- BREDI E: More questions?
Thank you very nuch.

M5. BURR:.  Thank you.

CHAI RVAN SURO- BREDI E:  The next wi tness,
Carolyn G eason on behalf of the California ding
Peach Board. Wl cone.

M5. GLEASON:. Good norning, Mdam Chair
and nenbers of the commttee. |'m Carolyn G eason.
|'"'m here today on behalf of the California canned
peach industry. Nornmally, this is an industry that
makes a special point to attend these kinds of
hearings in person but there is a world canned fruit
conference underway i n Spai n t hat made t hat i npossi bl e

The U. S. canned peach industry has four
products that they consider nost inportant, those
bei ng canned peaches, canned fruit m xtures, peach
pul p concentrate and frozen peaches, the HS nunbers
for which are listed in Attachnent 1 to our witten

subm ssi on.
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The U.S. tariff is 17 percent on canned
peaches and peach pulp concentrate, 14.9 percent on
canned fruit mxtures and 14.5 percent on frozen
peaches. So every one of these line itens are
relatively sizable U S. tariffs. Mreover, every one
of them has been identified as an inport sensitive
agricultural product in the TPA | egislation.

Many of you know from this industry's
prior testinony howinport sensitive this industry and
how essential it is that the industry retain its
current U S tariff |evels. The industry has been
consistent in this position across an array of trade
initiatives.

In all of them Doha included, the
i ndustry wants to be exenpted fromtariff reductions.
| f exenptions aren't allowed, it wants to naintainits
tariff rates to the maxi numextent all owed under that
particul ar agreenent.

The industry's inport sensitivity 1is
principally the consequence of extravagant EU canned
peach subsi di es provi ded wi t hout i nterruption for over

two decades. Because of those subsidies, U S. growers
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and processors have systematically |ost their nmarket
in Europe, nost of their market in Japan and nore
recently large parts of their markets in Canada and
Mexi co.

If you take a look for a nonent at
Attachnent 2 to our witten subm ssion, you'll see
that in this past marketing year ending My, US
canned peach exports fell to their | owest level in 40
years and are down 40 percent froma year ago. Those
| osses are occurring because the U S. industry can't
conpete with the $4 case subsidi zed price differenti al
being offered by EU exporters. Since the U S
industry can't match those subsidized prices, its
choice today is either to sell in the US. narket or
not sell at all.

VWhat this nmeans in the context of the WO
talks is that until disciplines are laid down the
genui nely reduce or elimnate EU donestic supports on
canned fruit, market access reforns in the canned
fruit sector will only go down to the benefit of the
industry in Europe, not California. In fact, if those

mar ket access refornms require neaningful cuts in U S.
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canned fruit tariff rates, those quote "reforns” coul d
very well put this U S. industry out of business. Low
priced inports are already at harnful levels in the
US market. Again, if you ook at Attachnent 3 to
the industry's witten subm ssion, you'll see that
annual U.S. inports have nowreached a record | evel of
3 mllion cases or over 15 percent of U. S. production.
That's the equivalent of $54 million in |ost sales.

Most of that inport volunme, 75 percent, is
| ow priced products fromG eece and Spain. Since the
U S market is mature and dom nated by institutional
sal es, these subsidized inports in all instances not
only prevent the sale of U S. produced canned peaches
but al so | ower the overall price structure inthe U S.
mar ket . As a result, producers in California are
maki ng no noney in today's narket.

These i nport pressures are on top of other
turbul ent industry challenges. The industry is still
trying to stabilize itself from the bankruptcy two
years ago of TriValley G owers which at the tine was
the industry's | argest processor and grower-owned co-

op. Just this year, one of the three processing
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pl ants remai ning fromthe TriVall ey bankruptcy had to
close its doors.

Both the industry and the U S. gover nnent
are working hard to return to the U S. canned peach
industry to profitability. Industry-funded tree pole
prograns are under way as are record level US.
gover nnment purchase. None of these efforts wll
produce sustainable inprovenents though if the
industry continues to lose its tariff protection.
Reduced U.S. duties can only nean that nore U. S. sal es
Wil | be lost and price levels wll further
deteriorate.

Because the canned fruit industry is so
much nore fragile today than it was during t he Uruguay
round, it can't afford to support inflexible market
access nodalities that will lead to that result.
There needs to be a nechanism for recognizing its
i nport sensitivity and preserving its tariff
protection. I nfl exi ble reduction nodalities would
only be giving subsidized EU canned fruit greater
dom nance in every global market including this one.

As U. S. negotiators work towards a mar ket
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access consensus in Geneva, we ask that you vieww th
favor newnore flexi bl e nechani sns that will safeguard
this industry's interest. | guess I'Il inprovise for
10 seconds and say if you can find a nodality that,
for exanple, takes tariff peaks down to 20 percent ad
valorem to 20 percent ad valorem apply that or the
applied rate and make gentle |inear cuts off of that,
sonething that insulates this industry's tariffs from
substantial reductions.

On behal f of the industry, I'd be happy to
take questions if you have them

CHAI RVAN  SURO- BREDI E: Thank you very
much, Ms. deason. The first question will be posed
by the I TC

MR. COLEMAN. Good norning, Ms. d eason.
The United States as well as sone other countries are
proposi ng substantial reductions in donestic support.
How woul d these proposal s address your concerns over
subsi di zed i nports fromthe European Union?

IVS. GLEASON: Frankly, we're not
optim stic about the objectives in the Doha round vis

a vis domestic supports. This industry had encouraged
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a US. proposal that nmandated product specific
reductions and that recomendation did not survive
into the U S. proposal. And so it feels like what is
underway in this round will m m c what occurred in the
last round and that is by clustering a group of
donestic supports, the EU has |everage to maintain
very high levels of support in certain sub-sectors.
They have nmade cl ear because this has been pushed by
U S. negotiators now over tw decades that canned
fruit subsidies, oddly enough, are quite inportant to
their political dynamc and, in particular, to G eece
and some of the southern Med countries. So we're not
optimstic.

MR. COLEMAN. Thank you.

CHAI RVAN SURO- BREDI E:  The next question
w Il be posed by USDA

MS. HENKE: Thank you. Thank you, M.
A eason. Could you explain the way in which the U S
proposal would increase the export market potenti al
for your industry?

M5. GLEASON: Yes. As | nentioned briefly

in ny testinony, the export market picture is every
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bit as bleak as the inport market picture for the
reason that highly subsidi zed G eek product is taking
that market away. It happened in Japan, it happened
in Korea, it happened in Canada, Mexico and so forth,
even in instances |ike Canada and Mexi co where we have
atariff preference. So the view of the industry is
if you take global tariffs down, those markets will in
all likelihood sinply provide nore generous access to
G eek exporters.

M5. HENKE: Thank you

CHAI RVAN SURO- BREDI E:  The next question
from USTR

MR. HAFEMEI STER:  Thank you. Just want to
follow up on sonething you nentioned about inport
sensitive sectors and possible exceptions or
differential treatnent for them | wonder if you have
any suggestions or reconmmendati ons on howto define an
inport sensitive sector in ternms of the negotiations
on agricul ture.

M5. GLEASON. It's been defined in TPA, as
you know, as those sectors that had the mninmm

reductions in the Uuguay round and that's a
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definition that this industry does not take issue
with., It strikes nme as maybe the easiest nodel for
everyone to understand for definitional purposes
because if you're going to lay down nodalities in
Geneva that give any flexibility on inport
sensitivity, | can well imgine that it's an
opportunity for mschief on the part of many of our
trading partners. So sonmething that's sinple,
sonething that's verifiable, sonething that keeps
| oopholes to a mnimum | think would be preferable.

CHAI RVAN SURO- BREDI E:  Thank you

The next witness is Jack Roney, Director
of Econom cs/Policy Analysis at the American Sugar
Al i ance. | think you have a fan club getting your
docunent, so we'll wait for a second.

MR. RONEY: Don Phillips was planning to
acconpany ne. He may be here any m nute.

CHAI RVAN SURO-BREDIE: |'msorry. W're
runni ng ahead which is uncharacteristic.

| think we're ready. Thank you.

MR. RONEY: Thank you for the opportunity

to testify on behalf of the U S sugar industry. |'m
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Jack Roney, Director of Econom cs and Policy Anal ysis
for the American Sugar Alliance. The ASA is the
national coalition of growers, processors, and
refiners of sugar beet, sugar cane and corn for
sweeteners. | may soon by acconpani ed by ASA Trade
Advi sor Don Phillips.

The U. S. sugar industry strongly supports
themulti-lateral trade negoti ati ons | aunched at Doha.
W appl aud t he | eadershi p shown by the adm ni stration
in putting forward this anbitious proposal |ast July
on the agricultural negotiations. The U.S. sugar
industry has long endorsed the goal of global free
trading sugar. Qur producers are efficient by world
st andar ds and woul d wel cone t he opportunity to conpete
on a genuine level playing field.

The world sugar industry is now and has
hi storically been characterized by a vast and conpl ex
array of governnent intervention that facilitates and
even encourages the dunping of sugar onto the world
market. World dunp market prices have averaged | ess
than half the world average cost of producing sugar

over the past two decades. Governnent intervention

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

42

and t he pervasive dunping that results fromit nust be
el i m nat ed.

If these polices are not elimnated, a
significant reduction in US. tariffs on sugar and
sugar-containing products or an expansion of the
tariff rate quotas on these products would have a
rui nous effect on Anerican sugar farners. The U. S.
mar ket would be swanped by subsidized and dunped
foreign sugar. Producer prices and i nconmes woul d f al
sharply and nassive sugar |loan forfeitures to the
government woul d nmean maj or costs to U. S. taxpayers.
American consuners would not Dbenefit from the
catastrophic drop in producer prices. H story has
shown that food manufacturers and retailers do not
pass savings from |ower producer prices for sugar
al ong to consuners.

The U S. proposal to the WO on narket
access is an inportant step forward. This across the
board approach, however, will not sufficeto elimnate
the trade distorting practices that prevail in the
wor | d sugar market. Many of these practices are non-

transparent and do not fall readily into established
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WO categories. Thus, they are unlikely to be
captured by the adm ni stration's broad brush approach.

These practices would include, anong
others, state trading enterprises, incone supports,
i ndi rect export subsidies, infrastructural subsidies,
debt forgiveness, exchange rate nmanipul ation, and
cross subsi dies fromprograns such as sucrose et hanol .
We are devel opi ng detailed informati on on these types
of subsidies in a nunber of major countries. W wll
provide this infornmation to the adm nistration within
t he next few weeks.

W are also deeply concerned by recent
proposal s fromthe Kairns G oup and ot her WIO nenbers
which would provide all developing countries nuch
| oner | evel s of obligation and | onger stagi ng peri ods.
Devel opi ng countries account for fully three quarters
of gl obal sugar production and exports, and the sugar
markets in many of these countries are significantly
di storted by governnment policies. Concentrating
refornms on the devel oped worl d whil e providi ng speci al
and differential treatnment to developing countries

would doom to failure WIO efforts to deal with the
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pervasi ve problens affecting the world sugar market.
Devel oped country sugar producers would not survive
during a transition process, however efficient they
may be.

To bring effective reformto the world
sugar nmarket, the sane level of commtnent and the
same schedule of inplenentation nmust apply to both
devel oped and devel oping countries. It is essential
that the adm ni strati on pursue conprehensive, sector-
specific negotiations withinthe broader franework of
the WIO agricultural negotiations. Such an approach
woul d involve the identification and elimnation of
all significant trade-distorting practices in all
countries. Unless all significant trade-distorting
practices in the sugar sector are elimnated, this
round of the WO negotiations wll not have reforned
the world sugar narket. Worl d sugar narket prices
woul d still not reflect the costs of produci ng sugar.
Further increases in nmarket access would only expose
American producers and other producers around the
world to ruinously | ow dunp market prices.

Negotiation of the elimnation of sugar

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

45

trade distortions nmust proceed in tandem with the
broader negotiations. Attenpts to deal with specific
practices after rigid fornulas have already been
agreed to woul d deprive negotiators of the |everage
they need to address such practices. Only a sector
specific approach can ensure that inplenentation
commtnents are appropriately tinmed and coordi nated
and, nost inportantly, achieved and enforced.

In conclusion, the U S. sugar industry
strongly supports the WO negoti ati ons on agri cul ture.
We applaud the recent proposal put forward by the
adm ni stration but this across the board approach nust
be suppl enent ed by effective and conprehensi ve sector
specific negotiations. Further increases in access to
the U S. sugar market nust occur only after our
negoti ators have secured firmcommtnents to elimnate
wi despread and of t en nontransparent policies that have
grossly distorted the world sugar narket.

Thank you for the opportunity to testify.

CHAI RVAN  SURO- BREDI E: Thank you very
much, M. Roney, and welcome to M. Phillips. The

first question will be asked by USDA.
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M5. HENKE: Thank you, M. Roney. |n your
testinony you have stated that vyou're devel oping
detailed i nformati on about the foreign practices that
damage the worl d sugar market. This would be of great
use to the negotiators and we'd |i ke to know what the
status of that information is and have you el aborate
a little nore and perhaps be a little nore precise
about when you'd be able to share that with us.

MR. RONEY: W have contracted wth LMC
I nternational, renowned commodity analysis firm in
Oxford, England, to do this work for us and it is
taki ng sonme time because of the request that we nade
of themto describe for us not just the transparent
practices that fit neatly into the WO cones of
di stortion such as donestic supports, inport tariffs
and export subsidies. W've asked themto | ook at the
nontransparent barriers as well and that's taking sone
digging. W have initially asked themto | ook at what
we identify as the 13 major players in the world sugar
mar ket, one of which is the EU so they're really
| ooking at 15 countries there with the sanme policy.

We expect to have their full findings available in

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

a7

early Novenber and we're trying to expedite this as
best we can because we knowtine is inportant, but the
information is very inportant. W' re going back to
make sure that we're uncovering everything that we can
and nmake it as explicit as possible.

M5. HENKE: Thank you.

CHAI RVAN SURO-BREDI E: Once it's conpl ete,
if you would like to submt it for the record, if you
send it to Goria Blue, she wll have it in the
readi ng roomand share it with the panel. Thank you.

MR. RONEY: |'d be delighted. Thank you.

CHAI RVAN SURO- BREDI E:  The next question
by USTR

MR.  HAFEMEI STER: W noticed in your
witten submssion a reference to ethanol subsidy
progranms in Brazil and our understanding is that these
prograns have in the past encouraged over-production
of sugar resulting in increased capacity and nore
sugar on world markets. W have a question for you
whi ch rel ates to how new di sciplines in the WO m ght
appropriately address a policy like this that has been

in place in the past and may not be in place in the
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future. |1 was wondering if you had any i dea of how we
m ght discipline this type of historical nmeasure in a
prospective way.

MR. RONEY: Thank you, M. Hafeneister.
You've hit on one of our biggest dilenmas in how to
address these types of nontransparent barriers. I n
the case of Brazil, we're looking at a policy that's
been in place since 1975. Since that tine, they have
qui ntupl ed their cane production to becone the second
bi ggest cane producer in the world, second only to
India. At tinmes, as nuch as two-thirds of that cane
has gone into ethanol. The governnent subsidies
permtted themto build a network of mll distilleries
around the country that coul d process cane either into
et hanol or into sugar. Their entire current capacity
now as the worl d' s | argest sugar producer and exporter
is based on tw and a half decades of ethanol
subsi di es.

VWhat is difficult and elusive within the
WO context is Brazil's contention that they are not
directly subsidizing their cane producers. In strict

WO sense, that's true because t he subsi di es have been
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geared nore toward et hanol production over the years.
But the problemis that when their ethanol subsidies
decline or when world oil prices are relatively |ow,
that the producers of sugar cane can easily swtch
t heir production of cane fromethanol to sugar w t hout
having to build any new mlls, and that's what's
enabled them in the 1990s when ethanol subsidies
faded, oil prices were low, that Brazil in just a
three or four year period was able to triple its sugar
production and virtually quintuple its sugar exports
fromone or two mllion tons per year to as nuch as 12
mllion tons per year over just a short period during
whi ch wor | d sugar prices were plumreting from14 cents
per pound to four cents per pound.

So clearly, Brazil was not reacting to
opportunities in the world sugar market. They were
sinply reacting to the fact that they were getting
| ess for the sugar that was going into ethanol and in
t he process played a mgjor role in driving down world
sugar prices. They were able to continue to do that,
at least in part because they dramatically deval ued

their rial during that period as much as 40 percent at
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one tine.

This is a |l ong-wi nded way to say that the
problemis very difficult and to acknow edge that we
have not yet been able to identify a way in future WO
disciplines to address cross subsidization of that
sort. It's something that | think we need to first of
all make sure that the U.S. adm nistration is aware of
the pernicious nature of these subsidies over the
years and what we'd like to do is work with you to
find a way to address that kind of oblique cross
subsi di zati on that is not direct, it's not
transparent by WO definitions, but it's had a
profound effect on Brazil's ability to becone the
wor | d" s bi ggest producer and exporter of sugar over a
fairly short amount of tine.

MR. PHI LLIPS: As Jack said, | think the
key t hing, we don't know necessarily how it could
best be dealt with but I think that is sonmething we
want to discuss further.

One thing I'd just elaborate on a point
that Jack nmade is the question of deval uation which

has also had a major inpact on the market. This is
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even nore difficult perhaps to deal with in the scope
of trade negoti ations al though we note in TPAthereis
mention of this as a problem that needs to be
consi der ed. But because of these deval uations, not
just in sugar but in many agricultural products,
Brazil has been put in a very strong conpetitive
position and they' ve played a highly disruptive role,
not only in the sugar market but coffee and a nunber
of other markets.

So | don't know how or whether you can
deal with this in a WO context but | think its'
sonething that needs to be considered and | would
mention it's not just a concern of United States or
the U.S. sugar industry. W've talked to a nunber of
other industries, representatives, for exanple, in
Central America, and they're al so very concer ned about
the inpact that Brazil is having on international
commodity markets that they're interested in. Thank
you.

CHAI RMAN SURO- BREDI E: Thank vyou. The
next question is by the ITC

VR. CCOLENMAN: For t he next WO
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negoti ations, the United States as well as sone ot her
countries have proposed substantial reductions in

donesti c support, the elimnation of export subsidies

as well as further disciplines on state trading
enterprises. To what extent do these proposals
addr ess your concerns about di stortions in

i nternational trigger markets?

MR, RONEY: Those are very inportant
suggest ed di sci pli nes and we support t hem
whol eheartedly. W hope that they'll have a
substantial inpact on the world sugar nmarket.
However, the nost inportant point that | think we seek
to make here today is that those disciplines alone
wi || probably not have an adequate effect on the world
sugar nmarket to enable countries such as the United
States to further open their markets w thout falling
prey to subsidized exports. What those proposals do
i s address sone very inportant sets of subsidies, but
they don't nearly begin to address the broad array of
subsi dies, particularly the nontransparent ones, that
are so prevalent in the world sugar market. So

there's progress there but that alone would not be
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adequate. W' ve got to |look at the whole array and
what we believe woul d be the nost practical. In fact,
probably the only viable way to be sector specific
negoti ations in sugar, all countries, all policies.
Not hi ng of f the table.

MR PH LLIPS: | think one of the things
we want to do once we' ve gotten these studies together
is to neet wwth the USTR and t he USDA, other nenbers
of the team and sort of go through these and perhaps
see to what the extent sone of the proposals can deal
with them the extent to which they can't and to which
suppl enentary efforts are going to be needed.

| think another question arises. for
exanple, in the disciplines that are proposed on STEs
as to how well they will actually work. W have a
situation with China which I'msonmewhat famliar with
where we negotiated very strict rules on STEs, nuch
stricter than what the WO requires, but they don't
seemto be at this point working remarkably well in
terms of opening the markets. There are those ki nd of
gquestions obviously out there as well and I think, as

Jack nmentioned at the outset, there's al so the concern
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about how this special and differential treatnent is
goingto play into this because if, in fact, there are
these very distinctly different | evel s of comm t nents,
your schedul es for devel oping countries, especially
for a market |ike sugar that's domnated for
devel oping countries it would really undercut any
effort to reformthe market.

CHAI RMAN  SURO- BREDI E: And the |ast
gquestion by the Departnent of Conmerce.

M5. MORROW  You' ve enphasi zed today and
in your witten testinony an interest in a sectori al
approach to negotiations. \What type of disciplines
woul d you recommend pursuing in this context?

MR. RONEY: That woul d be sonething that
we would want to work with the adm nistration on.
W're not far along yet to suggest specific
disciplines. | think what we need to sort our first
are what policies we're going to go after, what we're
able to identify, and prioritize those and then work
wth the admnistration on the type of disciplines
t hat woul d be nost effective.

MR. PH LLIPS: The only thing I'd add to
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t hat . It may not be a question of broad new
di sci pli nes. It may be a question of the specific
barrier and getting a conmtnent to elimnate that
barrier. But I think we can't pre-judge it right now

CHAI RMAN  SURO- BREDI E: Thank you very
nmuch.

Qur next wtness is Susan Brauner
Director of Public Affairs, Blue D anond G owers.
Whoops.

MR HERON. | am not Susan. M nane is
Julian Heron. M. Brauner was detained on the west
coast wor ki ng on sonme of the continuing inpacts of the
west coast dock strike which still hanpers U S
exports and al nond exports and so, with the Chair
Lady's permssion, | wll present her testinony and
the testinony of Blue Di anond.

The testinony hopefully you have before
you and it was organized actually so that it would
becone hopefully a reference work during the course of
the WIO negoti ati ons whi ch we support as we do all of
the free trade negotiations that are either under way

or proposed or being considered such as the Central
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Anerican free trade area, Chile, Singapore, Israel
Morocco, Australia and, of course, the FTAA which we
refer to as the Free Trade Agreenent for Al nonds.

The WO proposal for reducing tariff
barriers we support conpletely, believe that it's
quite well though out and anbitious and actually
encourage this commttee and our negotiators to go
further and, in the case of alnonds, obtain a zero
duty in every country world-wi de so that al nonds can
flow freely to any of the countries. W currently
export to over 100 countries and eventually hope to
get that to all countries.

Bl ue Di anond i s a farmner-owned, nonprofit
mar keti ng cooperative that markets alnonds for the
majority of the industry and exports the alnonds to
mar kets that it has devel oped over the years. So this
negotiation is particularly inportant because our
busi ness depends on exports and we encourage you to
work on it as hard as you can and obtain as nuch as
possi bl e for alnonds and all American exports.

You'll see that our presentation is

organi zed first setting forth our objective which is
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zero for zero world-wide and then with each country
we' ve categori zed the country's i nportance as hi ghest,
high or inportant and we hope that that m ght be
hel pful to our negotiators and al so i ndi cat ed how much
we woul d anticipate exports toincrease if we're able
to obtain zero duty in that country. Qbviously, that
calls for sone speculation but based on our
experience, we think that the nunbers are realistic
and obtainable and so this will give you a benchmark
for the hard work that you're putting into the
negoti ati ons and the benefits for the U.S. econony and
the alnond industry in particular.

Wth that, 1'lIl be happy to answer any
guestions that anyone has.

CHAI RVAN  SURO- BREDI E: Thank you very
much. The first question is from the Departnent of
Labor .

M5. VALDES: Good norni ng.

MR. HERON:.  Morni ng.

MS.  VALDES: Has your organization
di scussed your views of conplete tariff elimnation

wi th any ot her organi zation abroad?
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MR. HERON: Yes. We've been working and
have underway an effort in all of our major markets
working wth the inporters and their trade
associ ations to encourage their governnents to support
t he concept of zero. Even the countries that produce
al nronds -- there aren't very many but they're all
inporters so there's no country in the world that can
say wwth a straight face -- | can't say they won't say
it toyou but they can't say it with a strai ght face--
that they have donestic production to protect.

Spai n, the second | argest producer in the
wor |l d, now ranks as our second | argest export market
because they found it's much nore profitable to inport
California al nonds, put a Spanish |abel on them and
sell themas Spanish rather than go to the troubl e of
growing themin Spain and their production has been
declining steadily. So we are doing that.

Next week at the International Nut
Conference which noves around the world but its
| ocation next week is in Paris, we hope to have a
resol ution adopted supporting the zero concept for

al nronds and perhaps ot her nuts.
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CHAI RVAN SURO- BREDI E:  The second questi on
by USDA.

M5. HENKE: Thank you, M. Heron. Your
handout is very conprehensive and we appreciate the
work that went into it. W notice that you have
tal ked about a zero for zero in the multi-lateral and
t hen when you go to the discreet countries, you have
fairly discreet decisions. Have you anal yzed the
ot her approaches, other fornulaic approaches, that
m ght be undertaken in the multi-lateral context that
woul d best benefit your industry? W' ve proposed the
Swss 25 inthe U S proposal. Have you analyzed the
Swiss 25 or sonething like that for your industry?

MR. HERON: Actually, we haven't and the
reason for not having done that, as we thought about
it, we had such great confidence inthe ability of the
United States to achieve zero, it seened best just to
cal cul ate that.

M5. HENKE: | have nothing else to say to
t hat .

CHAI RMVAN SURO BREDI E:  The next question

is by the USITC
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MR. COLEMAN:.  Your testinony this norning
has focused very nuch on mar ket access i ssues, but are
t here any ot her i ssues that Bl ue Di anond G owers woul d
liketo bringtothe attention of this commttee other
t han mar ket access issues?

MR.  HERON: In the subm ssion, we did
refer to afewitens, but our primary focus is narket
access. W do have sone phytosanitary problens.
Brazil's new regulation that calls for all sorts of
phyt osani tary docunentation that sinply doesn't exist
and can't be provided is troublesone. They use GVO
regul ati ons which inpacts us because we often roast
our alnmonds in soy bean oil and so that gets us into
the QWO Those kinds of things, but for whatever
little bit of tinmeis allocated to al nonds, pl ease use
it for reducing duties.

CHAI RMVAN SURO BREDI E:  The | ast question
is USDA' s

M5. HENKE: M. Heron, thank you. You've
al ready answered t he questi on we were aski ng about the
reason for your concern on GMOs. You discussed the

soy bean oil. Do you have any nore you'd |ike to say
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about that? Any suggestions or solutions to that
pr obl enf

MR. HERON: Well, perhaps the EUw I| cone
into the nodern world sone day.

M5. HENKE: Thank you.

CHAI RMAN  SURO- BREDI E: Thank you, M.
Her on.

MR. HERON: Thank you very nuch.

CHAI RVAN SURO- BREDI E:  Now | t hi nk we have
a break because we have | ost one of our w tnesses and
the next witness is not expected to testify until
11:45. Are you here? Onh, good. M. John Frydenl und,
Director of the Center for International Food and
Agricultural Policy. Thank you.

MR. FRYDENLUND: Thank you. On behal f of
Ctizens Agai nst Governnment Waste, these comments are
submtted to convey our assessnent of the economc
effects of elimnating and reducing the U S. tariffs
on certain agricultural products from WO nenbers.
CHW is a nonprofit, nonpartisan organization which
grew out of President Reagan's private sector survey

on cost control, better known as t he Grace Conm ssi on.
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The organization's mssion is to wrk for the
elimnation of waste, m snmanagenent and inefficiency
in the federal governnment with a goal of creating a
governnent that manages its prograns with the sane eye
to innovation, productivity and econony that 1is
dictated by the private sector.

The Center for International Food and
Agriculture Policy institutionalized CHWSs |ong-
standing goal of dismantling depression era
agriculture price supports and regulations. CHW
believes that significant tariff reform on peanut
products and sugar will result in positive economc
benefits for U S. consuners and other users of such
products. U. S. nmai ntenance of substantial barriers to
food and agricultural trade will undermineits ability
to obtain additional market access to the markets of
our WO tradi ng partners.

The United States can only take advant age
of trenmendous opportunities to expand its agriculture
exports if it pursues a progressive trade policy on
all agricultural commopdities. The United States nust

mai ntain a coherent trade policy position throughout
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the WO tal ks that will benefit the entire U S. food
and agriculture sector. The Novenber 2001 Doha
mandate noved countries toward creating a |evel
pl ayi ng field internationally wher e farmers,
processors and nmanufacturers can conpete and prosper
on the basis of a conparative advantage unhi ndered by
mar ket access barriers.

Restrictive tariff rate quotas on peanut
products are in direct conflict with the goal of
obt ai ni ng greater market access for other U S. -grown
agricul tural pr oduct s. Wth exports of US
agricultural commodities totaling nore than $50
billion annually and many nore billions of dollars of
export potential, the value of other U S. agriculture
comodi ties i s unquestionably greater than any need to
mai ntai n the existing protections that were designed
to protect peanut quota hol ders.

The top 20 categories of U S. agriculture
commodities have a value of nearly $193 billion
conpar ed to peanut production which was val ued at $992
mllionin 1999. The future of U S. agriculture lies

in exporting commodities where we have this
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conpar ati ve advant age. Mi ntenance and trade barriers
is contrary to the interest of beef, corn, soy beans,
pork, wheat and ot her commodity producers who need to
t ake advant age of expanded export markets.

CHW supports the U. S. proposal on sugar
whi ch includes a reduction in tariffs over five years
to no nore than 25 percent, the 20 percent increase in
tariff rate quotas for the quantities over five years
and agreenent on a date for conplete elimnation of
tariffs and quot as.

From CHWs perspective, nulti-I|ateral
trade | i beralizationw ||l have a multitude of positive
effects. The | ower consuner food costs will benefit
| ow i nconme Anericans relatively the nost since they
spend a disproportionate share of their inconmes on
food. The greater availability and affordability of
sugar would increase the profitability of sugar
cont ai ni ng products whi ch woul d encour age new product
devel opnent and gi ve consuners nore choices. It would
al so help to keep food manufacturing in this country
providing jobs for Anerican workers.

In conclusion, the highly restrictive
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tariff rate quotas on peanuts, peanut products and
sugar can no |longer be justified. United States has
too much at stake to jeopardize the opportunity to
obtain greater market access for other u. S.
agricultural products. For nost of Anmerican farmers
to prosper in the future, it is absolutely essenti al
that the United States seek major inprovenents in
mar ket access in the negotiations on agricultural
reforns under the WIO. We can not afford to |let bad
trade policy on peanuts and sugar interfere with our
need to reduce barriers and | evel the playing fieldin
the $600 billion gl obal agricultural market.

If we are continue to be a strong pl ayer
in world markets and to maintain and expand U.S.
agricultural prosperity, we mnust push for further
reductions in trade inpedinents. I nsi sting that
peanuts and sugar receive special treatnment in future
trade negotiations wll certainly cause other
countries to insist on receiving simlar special
treatment for their politically sensitive crops. Wy
jeopardi ze U.S. efforts to get market access and ot her

trade concessions for all other American agriculture
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comodities for the sake of protecting a privileged
few?

We thank the TPSC for providing us wth
this opportunity present our views on agricultura
inport restrains on peanuts and sugar and how it
i npacts the rest of American agriculture. W believe
that elimnation of U S. tariffs under the WO on
peanuts, peanut products and sugar wll provide
positive benefits for U S. consuners who will be able
to purchase peanut and sugar products at conpetitive
prices. Thank you very nmuch and I'll be wlling to
answer any questions.

CHAI RMAN  SURO- BREDI E: Thank you, M.
Frydenlund. | had a question which was as your group
was | ooki ng at these issues, |'mcurious if there were
ot her products that were identified as causing waste
or were these the only two?

MR. FRYDENLUND: W have concentrated on
these commodities mainly because we've been very
i nvol ved for a nunber of years in seeking significant
reformof donestic peanut and sugar prograns and have

cone to the conclusion as things have devel oped that
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our peanut and sugar policies, i ncluding our
researching of inports, etcetera, has really stood in
the way of acconplishing significant gl obal reform of
trade.

CHAI RMVAN SURO BREDI E:  Thank you

MR. FRYDENLUND: | believe there probably
are other problens and other commodities that we can
hi ghli ght, too.

CHAI RMAN SURO- BREDI E: Thank vyou. The
next question will be posed by USTR

MR. HAFEMEI STER  We woul d |i ke to know i f
you have conduct ed any econom c anal ysis or are aware
of any econom c analysis which could quantify the
benefits to consuners and the econony as a whol e of
liberalizing trade in the products you highlighted.

MR, FRYDENLUND: Al t hough we have not
conducted our own econom c anal ysis, there have been
a nunber of them conducted over the years that have
tal ked about the inpact to consuners. In fact, |
bel i eve there have been specific anal ysis done on the
i npact on consuners on trade restrictions on sugar.

Sonme of these econom c studies -- and | apol ogi ze, |
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can get a nore specific answer to you later -- but |
bel i eve GAO has conducted a couple of them over the
years and | think those are the nmain ones that have
come to conclusions that frankly there have been a
gquite a variance in estimte of what the inpact is on
consuners ranging from $500 mllion upwards of $2
billion a year.

Soit's hard to |like pinpoint whichis the
exact answer but there have been over the last, |
woul d say, siXx, seven years, there have been three or
four studies that | can probably |ocate for you.

MR. HAFEMEI STER. Sone of the subsequent
panelists my refer to them | think they've
submtted sone information on that. But if there is
information you'd like to provide the panel, we'd be
glad to have it.

MR. FRYDENLUND: Thank you.

CHAI RVAN SURO BREDI E: The easiest way i s
to provide it electronically to Goria Blue at
gbl ue@str. gov.

MR. FRYDENLUND: | have that information

CHAI RMAN SURO- BREDI E:  Thank you. USDA
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has the next question.

M5. HENKE: Thank you. Thank you, M.
Frydenl und. Has your organi zation received i nput from
peanut growers and, if so, could you tell us what
their views are wwth respect to your ideas?

MR. FRYDENLUND: No. W have not received
any input from peanut growers and actually have not
di scussed our views with them They probably don't
agree with us.

M5. HENKE: Ckay. In your testinony you
say you support the tariff reduction nechani sns that
the United States has suggested. Peanuts woul d be
subj ected to the sane reducti on conm tnment and yet you
seemto want a conplete overhaul. W'd like to ask
you to explain your focus on the peanut program
particularly since in the new FarmBill the donestic
support for peanuts has been changed to beconme nuch
nore simlar to the grains, oil seeds and cotton
pr ogr ans.

MR. FRYDENLUND: We believe that overall
even if the Doha round does not acconplish this

conpletely, we believe that overall the goal shoul d be
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to totally level the playing field. That's why we
believe that all negotiations should be totally
conprehensi ve and everything should be on the table
and ultimately the goal of our organi zation would be
to see it conplete and to tariffs trade restrictions
wor | d-wi de. That would include devel oped countri es,
devel opi ng countri es.

W believe that people throughout in the
world in every country will ultimately benefit nost
fromhavi ng agri cul tural products produced where t here
is a conparative advant age and, even though that does
mean in many cases throughout the world tenporary
di sl ocation or disadvantage to particular sectors in
particular countries where they do not have a
conparative advantage, in the long run, if different
crops and products are being produced where there is
conparati ve advantage, the whole world wll benefit.
So ultimately our goal is to conplete elimnation of
tariff barriers and trade restrictions.

M5. HENKE: On agricul tural products at
| arge but starting with peanuts as egregi ous el enents.

MR. FRYDENLUND: Ri ght. Peanuts and sugar
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we believe are both --

M5. HENKE: But your goal is on all
pr oduct s?

MR. FRYDENLUND: Yes. | nean | think this
i's not necessarily the focus of your hearing today but
| mean we woul d say that it applies to other products,
whether it's textiles, steel.

MS. HENKE: So nmore than agricultural
product s.

MR, FRYDENLUND: Yes.

M5. HENKE: Thank you.

CHAI RVAN SURO- BREDI E:  The next question
fromthe Departnent off Labor.

MS. VALDES: Good norning. In a couple of
pl aces in your testinony, you nention the possible
expansi on of -- throughout the peanut sector which has
spanned peanuts production and that the elim nation of
U. S tariff on peanuts products and sugar would |i kely
have little or no adverse effects in the US.
i ndustry. Can you tell us how or provide data |ater
on what the current enpl oynent in the peanuts i ndustry

is and how has it changed in the |ast 10 years.
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MR. FRYDENLUND: | probably will have to
provide that for you later. | think there has been a
reduction in jobs and the peanut processing industry,
particularly as it relates to the candy manufacturing
i ndustry.

MS. VALDES: Do you have any estinate of
U.S. job expansi on based on your objective in the WO
to open U.S. trade on inports and exports on peanuts?

MR. FRYDENLUND: | may be able to provide
that for you. | will try. | think it would possibly
be nore in the way of a reverse explanation of what,
relating to your first question |ooking at the job
| osses that occurred and hopefully what we'd be
tal ki ng about is naybe a restoration of jobs.

M5. VALDES: We will appreciate it. Thank
you.

CHAI RVAN  SURO- BREDI E: | think that
concl udes our questions. Thank you very nuch.

MR. FRYDENLUND: Thank you very nmuch. One
| ast question. All of these questions for the
i nformation request should be sent to GoriaBlue. 1Is

that correct?
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CHAI RVAN SURO- BREDI E:  Ri ght.

MR. FRYDENLUND: Thank you.

CHAI RVAN SURO- BREDI E:  Thank you.

Qur next wtness 1is Robin Lanier,
Executive Director of Consuners for Wrld Trade.

M5. LANNER | feel like | was just here.

CHAI RVAN SURO- BREDI E:  You wer e.

MS. LAN ER Good norning, everybody.
Thanks again for this opportunity to appear before you
on market access issues. Earlier this week, OCW
present ed testi nony on I ndustri al product s,
principally clothing and footwear. Today | wll talk
briefly about food.

Once again, our main objective in
appearing before you today is to point out that the
United States nmai ntains exceptionally high tariffs on
the necessities of life, nanely food and cl othing. W
urge you to remai n cogni zant that mllions of Arerican
consuners pay the price for protective tariffs and
that inproving the standard of |iving for working
Anmerican famlies should be an inportant goal of U S

trade policy in addition to the opening up of markets
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for conpetitive export industries.

The United States is a nmjor producer of
nost agricultural comodities and processed food
products as well as a major consuner of these goods.
As a result of the Uuguay Round, inport quotas no
| onger exist on agricultural products and, while
tariff rate quotas now provide nore transparency for
consuners, they also represent substantial border
protection for many of these sane goods through
restrictive lower tier quota levels and high upper
tier over quota tariffs. In addition, many
agricultural tariffs, particularly in those sectors
where significant border protections are i nposed, are
difficult to understand and neasure because they are
not assessed on an ad val orem basi s.

Wil e the average agricultural tariff in
the United States is about 12 percent, this average
masks sone extrenely high and very nontransparent
tariffs which are nothing nore than taxes paid by
Aner i cans. For exanple, according to the USDA s
Econom ¢ Research Service, the foll ow ng si x groupi ngs

of food commodities have U.S. tariffs at or above the
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U S. average. Fresh neat 12 percent, oil seed 17
percent, nuts 17 percent, coco beans and products 18
percent, dairy products 43 percent, and sweeteners 46
percent. Even these figures, however, are averages
and t herefore somewhat m sl eadi ng. An exam nation of
the individual tariff lines reveals higher tariff
rates of ten exceedi ng 100 percent called negatariffs.

Mega tariffs are nost promnent in the
US tariff schedules for dairy, sweeteners and nuts,
all food commopdities subject to tariff rate quotas.
According to USDA, about 24 tariff lines in the
agricultural chapters of the U S. tariff schedul es--
t hi s woul d be excl udi ng t obacco -- identify over quota
tariff rates in excess of 100 percent. The U. S. over
guota tariff rate on sweeteners exceeds 200 percent
and on peanut butter is 132 percent. Seven different
dairy products have over quota tariffs exceeding 100
per cent .

Sone of these food products are direct
consuner goods and sone are ingredients used to nmake
ot her food products. Either way, such extraordinary

tariff rates inpose substantial costs on Anerican
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consuners. These nega tariffs and ot her above aver age
tariff rates nmust be a high priority for inmediate
substanti al reduction in this round of trade
negoti ati ons. In addition, CWI'  supports the
conversion of all specific rate tariffs to ad val orem
tariffs thereby making them nore transparent.

CW fully recogni zes that many of the food
products with high tariff rates in the US are
simlarly protected in other major agricultural
produci ng nati ons. The Doha negotiations therefore
provi de an i deal opportunity to dismantle these tariff
walls on a global basis benefitting consuners
everywhere. W recognize that it wll take tinme to
phase out these tariffs but strongly support the
setting of a specific date by which these tariffs wll
be fully elimnated.

Finally, tariff rate quotas on products
i ke sugar, peanuts and dairy are hugely distorting to
the U S. econony. Not only would end consuners
benefit by a reduction or elimnation of border taxes
on these products, the elimnation or steep reduction

of these tariffs would assist internediary consuners
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or down stream producers to remain conpetitive. The
sad fact is the tariff rate quotas on products I|ike
sugar pit Anerican farnmers against Anerican food
processors. |ndeed, the continued high cost of sugar
in the United States has been a factor in the
relocation of food processors offshore. That
relocation not only costs Anerican jobs, but it
inpacts Anmerican consuners depriving them of
conpetitive U S -made products.

I nclosing, CWM strongly believes that one
goal of the Doha round ought to be raising living
standards here at hone through tariff reductions.
Because tariffs are taxes that affect mllions of
Americans, this ought to be a priority at |east as
i nportant as creating new export opportunities and
easily nmuch nore inportant than maintaining |ong-
standi ng protection that ultimtely my cost nore jobs
than it protects.

In the case of agriculture, global reform
al so has the added benefit of raising |iving standards
worl d-wide at the sane tinme as it would create new

export opportunities for conpetitive Anerican farmers
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and hel p to keep conpetitive U S. food processors from
relocating offshore. Thank you very nuch.

MR. HAFEMEI STER Thank you for those
remarks. Let nme ask you the first question which is
we heard your support for the idea of setting a
specific date for elimnating all tariffs in
agriculture. W wonder if you have any assessnent or
view on this U S. proposal for an internediate step
which is to use the so-called Swiss formula with a 25
coefficient.

MS. LAN ER: W do not have a specific
view on the Swiss fornula, but we do recognize that
phasi ng out agriculture tariffs is going to be a |l ong-
termprocess. As much as we would like to elimnate
these tariffs tonmorrow, | think the political reality
is that this is sonmething that we have to work on over
time. But we do support the idea of setting a date
certain by which we wll try to get rid of these
tariffs because we thi nk having that date i s sonet hi ng
to work for and it can be a date that's well in the
future. | think that would be all right as far as we

are concer ned.
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We have no particular vieww th respect to
how you should go about doing that, whether it's a
formul ai c approach or how deep the cut should be or
request offer. Whatever the nodality is that appears
to work best we would, | think, support just so |ong
as we're maki ng progress towards a goal .

MR. HAFEMEI STER: Qur next question |'l
al so ask i s you focused your remarks on narket access
i ssues. The WO agricul ture i ssues al so cover subsi dy
policies, donestic and export, and we wonder if you
have any coments on those issues.

M5. LANIER  CW generally supports the
discipline of non-tariff barriers and subsidies but
our view here, nmuch |i ke one of the previous w tnesses
this norning, is that the tariff policy from a
st andpoi nt of consuners is the nost inportant nane in
t he gane. So from our perspective when | ooking at
agricultural policy, getting rid of the high tariffs
has the first and nost i nmedi ate effect on consuners.
Di sciplining subsidies has sone effect on consuners
but if you are to only discipline subsidies and not

have any progress made on tariffs, consuners could
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conceivably reap very little benefit.

CHAI RVAN SURO- BREDI E:  The next question
is by USDA, please.

M5. HENKE: Thank you. We'd like to ask
your opinion on how you think the U S. governnent
coul d bal ance the needs of consuners for |ow prices
with the needs of farnmers to sustain viable productive
activities in the United States.

M5. LANIER  Well, obviously | represent
consuners SO ny response is going to be sonewhat
bi ased. Fromour perspective, you have nore than just
consuners and farnmers in this mx. As | pointed out
in ny testinony, you have consuners, you have food
processors who are what | would call internediary
consuners or downstream consuners, and you have
farmers and it seens to ne that our policy right now
seens to take the view that the nost inportant of
those three entities is the farner. W have proposal s
in place that inpose enornous costs on consuners, end
consuners, and enornous costs on food processors.
don't speak for food processors but there have been

sone wel | -docunented cases -- the Life Saver case, for
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exanpl e -- where the cost of sugar was a contri buting
factor to their relocating offshore.

How the governnment balances that is a
very tricky thing and |I'm not sure that | have any
great advice for all of you, but I do know that right
now the scales are quite tipped. It's not a |evel
playing field for what | woul d say the three Anmerican
interests that have concerns here. The scales are
tipped in the favor of the producer at the huge
expense of the many m|lions of other consuners, both
i ndustrial and end consuners.

M5. HENKE: Thank you.

CHAI RMAN  SURO- BREDI E: | think that
conpl etes our questions. Do you have a question? The
Departnent of Labor has a questi on.

MS. VALDES:. You nentionedthat it's going
to be very difficult for other countries to |ower
their tariff because it's very sensitive. But you
said also that you agreed to a period. Are vyou
tal king about some phase out period simlar to
textil e???

M5. LANNER | would inmagine, this being
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as difficult as the textile issue which |I have spent
many years laboring in, that achieving overnight
success and elimnation of tariffs is not a real
possibility here and so | think we woul d be | ooki ng at
a long-term phase out but a date certain, nmuch as we
didwith textile quotas where we had a 10 year process
under the agreenent on textile and clothing to phase
out quot as. So very long period of time but |I'm
surprised how qui ckly 10 years actual |l y passed because
we're right on the cusp of getting rid of those quotas
and now focusing on the tariff issues in textile.

So agriculture policy IS equal |y
intractable but nuch good can be done by setting a
date certain and | understand the United States is
| ooking at that and | think that's a good thing, even
if that date is well in the future.

MS. VALDES: Thank you.

CHAI RMAN  SURO- BREDI E: W asked the
guestion of the Departnent of State because we're
runni ng ahead. Thank you so very nmuch, Ms. Lanier.

M5. LANIER  You're wel cone.

CHAI RVAN SURO- BREDI E:  Now | thi nk we may
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be mssing our next wtness because we're so far
ahead. Is M. Jaeger here by chance? No. Then |
think what we need to do is declare a small break
until noon when M. Jaeger is expected to be here to
testify. So we'll reconvene at noon in the sane room
Thank you.

(O f the record for a 20 m nute recess at
11:40 a. m)

CHAI RVAN SURO- BREDI E: This hearing is
reconvened. We will now hear testinony from Arthur
Jaeger, Associate Director of the Consuner Federation
of America. Thank you, M. Jaeger. W are a little
ahead of ourselves so we had to have a small break
| hope we didn't keep you waiting very |ong.

MR. JAEGER: | just got here. Things seem
to be working out fine.

| " mpl eased to be here today on behal f of
Consuner Federation of Arerica. CFAis an association
of approximately 300 pro-consuner groups forned in
1968 t o advance t he consuner interest through advocacy
and educati on. |"m here once again to nention the

trade restrictions erected under the federal sugar and
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peanut prograns. CFA has |ong opposed both prograns
because in our view they cause consuners to pay nore
than they should for food.

W were pleased to see a nore narket-
oriented program for peanuts enacted earlier this
year. Congress replaced strict production controls
with a cash paynent program that wll allow U S
producers to sell peanuts for donestic markets at
approxi mately $355 per ton. This is a substantia
i mprovenent over the previous $610 per ton. It should
reduce inport costs for food processors and put
downward pressure on retail prices for peanuts and
peanut butter. Unfortunately, the peanut programs
tariff rate quotawll continue torestrict inports of
| ower priced peanuts from other countries. As a
result, despite the donestic reforns, consuners wl|
still pay nore than they should for peanut products.

Li kewi se, the sugar program continues to
rely on a system of inport restrictions and price
supports that keeps prices paidto U S. producers well
above what they would otherw se receive. That neans

consuners will continue to pay a hidden subsidy every
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time they buy food products containing sugar at the
grocery store.

Two years ago, the General Accounting
O fice concluded that elimnating the sugar program
could save U.S. consuners as nuch as $800 million
annually on the price of table sugar alone. That
equates to a savings of up to 50 cents on a five pound
bag of sugar. Likewise, in the early '90s GAO
concluded that the peanut program inflated retai
prices for peanut products by perhaps as much as $500
mllion a year. That translated to approxinmately 30
cents on the price of an 18 ounce jar of peanut
butter. Elimnating the donestic peanut quota should
bring that cost down substantially but consumer harm
will remain as long as the current tariff rate quotas
restrict inports.

The over quota tariff for sugar 1is
approxi mately 16 cents per pound conpared with a worl d
price of approximately eight cents. For peanuts, the
over quota tariff is about 130 percent or 165 percent
dependi ng on whether the peanuts are shelled. Such

tariffs very likely would provoke U S. conplaints if
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they were maintained by other countries and, of
course, they are problematic when the United States
pushes other countries to |lessen trade barriers. |If
it is not possible to elimnate these tariffs,
consi deration should be given to either a substanti al
reductionintariff rates, an i ncrease in bel ow quota
i nports or both.

For consuners, the results of these
actions would be downward pressure on retail prices
for sugar and peanut containing products. Prices may
decline or, nore likely, they would increase nore
slowy in future years. Either way, consuners would
benefit.

Reductions in sugar and peanut tariffs
woul d al so have inplications for producers. In 1995,
for exanple, the Food and Agriculture Policy Research
I nstitute concl uded that renoving sugar inport quotas
woul d reduce donestic sugar production by as nuch as
11 percent after five years. CFA is concerned about
the continuing decline in the nunber of famly farns
inthis country. These farnms add nuch to the econom c

and social fabric of the nation and we feel those t hat
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remai n shoul d be preserved.

For this reason, in lieu of the sugar
program CFA has suggested a cash assi stance program
targeted only to those snall producers needing helpto
survive. This would be nore efficient than the
current programsince it would concentrate assi stance
where it's needed nost rather than on the genera
popul ati on of producers. | nport restrictions under
the sugar and peanut prograns have been picking the
pockets of U S. consuners for many years and they
conflict wth U S. goals ininternational trade talks.
Reduci ng these trade barriers, in our view, would be
a clear step in the right direction.

CHAI RMAN  SURO- BREDI E: Thank you, M.
Jaeger. If | could ask the two new panelists to
identify thenselves for the transcription, that would
be a great help.

MR. WECKING M nane is John W ecking.
I"'mwith the Departnent of State and the Ofice of
Agricul tural Trade.

MR, VWH TLEY: My nane is Daniel Witley

and I'"'mwith the Departnent of Agriculture's Foreign
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Ag Service, the Multilateral and Trade Negoti ations
Di vi si on.

CHAI RMAN  SURO- BREDI E: Thank you very
much.

So the first question is fromthe USITC.

MR COLEMAN: Good norning, M. Jaeger
Do you think that the U S. proposal which includes a
Swiss 25 fornula adequately addresses your concern
over sugar and peanuts?

MR, JAECER The U.S. proposal, as |
understand it, is a good start. | think in the |ong
run we need to go farther but it starts us down the
road towards elimnating these tariffs.

MR. COLEMAN:. Thank you.

CHAI RVAN  SURO- BREDI E: And then USDA,
pl ease.

MR VH TLEY: Good norning, M. Jaeger
and thank you for your testinony. |In your testinony
you nentioned about a cash assistance program that
woul d work nore efficiently than the current program
that's in place. Could you el aborate onthat alittle

bit and tell us how it would work in your views.
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MR. JAEGER  Part of our thinking on this
stens from an analysis that ERS actually did where
they | ooked at rolling the USDA agricul tural support
prograns into prograns nore |ike the assistance
prograns for | owincone people. Basically, instead of
awar di ng benefits based on the pounds or tons of sugar
or peanuts that you produce or wheat or corn or rice,
you look at income and you award benefits. You
i ncrease the benefits or award benefits only to those
farmers who are struggling wth incone. The
assunption is this would be the smaller farners.
They're the ones that seemto have nore trouble.

When USDA | ooked at this, and I'd be happy
to provide a copy of their analysis, they |ooked at
farmprograns i n general and they pointed out that the
total cost of the farm prograns woul d not be reduced
but the distribution of where the noney went would
change radically. Instead of nost of it going to the
| argest presunably better off farners, it went to the
smal ler struggling farners. These are the ones who
are falling out of the system As we understand it,

these are the ones who nost need the help. Thi s
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woul d, in our view, be nuch nore efficient and nake
much nore sense.

The current system in our view, is akin
to-- if youlook at food stanps -- if you adopted t he
farm program approach to food stanps, the nore noney
you made, the nore food stanps you would get. That,
to us, doesn't nmake any sense. W'd suggest adopting
the food stanp approach for farmprograns. It would
have one ot her advantage. Wen these subsidies are
paid through the market place, when you prop up the
price to farners and that increased incone to farnmers
is passed on through the systemto consuners, that's
a regressive tax because |ower incone people pay a
hi gher percentage of their incone for food.

So through the current system not only,
in our view, rewards the wong producers or tends to
reward the wong producers, it also puts a greater
burden of pain for those benefits on the wong
consuners, the low inconme consuners who can | east
afford to pay it. | f you switched this over and nade
it a cash benefit program the financing of the

programwoul d t hen be progressive and those who coul d

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

91

afford to pay a little bit nore to support those
farmers would pay a little bit nore and those who
could least afford to pay those benefits would pay
| ess.

The peanut program of course, sw tched
over this year to nore of a cash benefit program but
that programis not targeted, as | understand it at
this point, towards the smaller producers. That's
what we'd | i ke to see in a refashi oned peanut or sugar
program

MR. WHI TLEY: Thank you very nuch.

CHAI RMVAN SURO BREDI E:  The next question
by the Departnent of State.

MR, WECKING M. Jaeger, good norning.
Your concentration on consuner welfare | think is one
that wll be applauded by the consensus of trade
econom sts and one that we at the State Departnent of
course approve of as well. | think everybody else in
this roomdoes. But as you know, trade negotiations
work on a basis of trading concessions and | wondered
i f your organi zation had given any thought to which

markets in particular you would |ike opened up in
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exchange for the concession of cutting back ontariffs
and on donestic support on peanuts and sugar.

MR. JAEGER Well, | haven't given a | ot
of thought to that but clearly |I think one of the U S.
goals is to increase exports of other U S farm
coommodities. That's what | would suggest. Put that
at the top of the Ilist.

MR, W ECKI NG Keep it wthin the
agriculture area as would normally be done.

MR. JAEGER  Exactly.

CHAI RVAN SURO- BREDI E: We had one | ast
guestion which was the fact that your testinony had
focused on peanuts and sugar. Do you have views on
ot her products that affect consuners?

MR JAEGER. Well, we do but | chose to
testify and I focus on agriculture and peanuts and
sugar. The individual at our organi zati on who focuses
on ot her conmmodi ti es beyond agriculture did not choose
to testify today or in this round of hearings.

CHAI RMAN SURO- BREDI E: USI TC

MR. COLEMAN: Just one quick question.

Earlier this norning the American Sugar Alliance
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provided testinony and in their testinony they said
the follow ng. Anerican consuners would not benefit
from the <catastrophic drop in producer prices.
H story has shown that food manufacturers and
retailers do not pass savings from |ower producer
prices for sugar along to consuners. In other words,
they're saying with the reduction of prices, the
benefit is captured by the manufacturing sector and
not passed on to the consuners. Wat comments woul d
you have in regard to that statenent?

MR, JAEGER | actually early this year
inresponse to those argunents fromthe Aneri can Sugar
Al'liance, | spent a lot of tine |ooking at that issue
and at first blush when you | ook at the charts that
Jack presents, it certainly |ooks Iike he's correct.
| was prepared to conclude he was correct. The | onger
| looked intoit, the nore convinced | becane that the
so-called pass through is there and reformng the
sugar programwoul d benefit consuners. Now, it's not
100 percent in either direction.

Fromthe research that | did, when the raw

price of sugar or the producer price goes up, the
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retail price doesn't go up exactly in | ock step. Wen
the raw price or the producer price cones down, the
retail price doesn't come down exactly in lock step
There are lots of factors that affect that retail
price. But one of the major ones for aretail product
like a five pound bag of sugar, one of the nmgjor
factors in that price is the producer price of sugar
and, in general, over tine, assumng a conpetitive
mar ket, |I' mconvinced that increases and decreases in
t hat producer price of sugar will be reflected in the
retail price.

There was, of course, a couple of years
ago a significant drop in the producer price of sugar,
bot h cane and beet, and there was very little novenent
in the retail price. Jack tends to throw that in ny
face at every opportunity. That shouldn't have
happened. There shoul d have been sone novenent there.
| think the factor that affected that is increased
concentration at both the retail and the food
processing |l evel. Wen too few players are invol ved,
obvi ously you end up with an anti-conpetitive narket

and you will not see as nmuch of that pass-through
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effect as you would see in a conpetitive market.

To our view, the solution there is not to
conti nue the sugar programbut to foster a conpetitive
mar ket by scrutinizing nergers and that sort of thing.
Again, even in that period that Jack cites where the
producer price plummets and the retail price stays
steady, and he tends to | ook at not refined sugar at
the retail level but he likes to |ook at candy and
gum | | ooked at candy and gun and | did not find a
decrease inthe retail price but I found a significant
slowi ng of the increase in the price of gum So even
inthat period that Jack likes tocite, | saw downward
pressure on the price of candy and gumas a result of
that drop in the -- or in that period when the
producer price plummeted.

| presented ny analysis of this at the Ag
Qut | ook Conference i n January or February of this year
and |'d be happy to provide a copy of that analysis to
you all. It explains nore logically what | just went
over.

MR. COLEMAN:. Thank you.

CHAI RMAN SURO- BREDI E:  Coul d you send t hat
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to Goria Blue, gblue@str. gov.

MR. JAEGER  Absol utely.
CHAI RVAN SURO- BREDI E:  El ectronically.

MR. JAEGER In fact, I've got it with ne

today and 1'Il just leave it here.

CHAI RMAN SURO-BREDIE: Geat. If you can
also forward it electronically, it's weasier to
di stribute.

MR JAEGER G eat.
CHAI RVAN SURO- BREDI E:  Thank you

Do we have nore questions? |f not, thank

you very nuch.

This hearing is adjourned and we wll

reconvene at 2:00. Don Eiss will chair.

12: 15 p. m

(202) 234-4433

(Wher eupon, the hearing was adjourned at

to reconvene at 2:00 p.m)

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

97

AAF-T-EERNOON S-ESSI-ON
2:00 p.m

CHAI RVAN EI SS: I'd like to wel cone you
all to the USTR refrigerator for the afternoon. The
hearing will come to order. M nane is Don Eiss and
| welconme you all tothis hearing. | will be chairing
the afternoon part of today's hearing and | would |i ke
to wel cone both our witnesses and the nenbers of the
panel. For the benefit of those who were not present
this norning, very briefly I'djust like to reviewand
remnd all of us that this hearing is being conducted
by the Trade Policy Staff Commttee, an inter-agency
body chaired by the Ofice of the US.  Trade
Representati ve.

The subject of this hearing is market
access and t he DOHA devel opnent agenda negoti ations in
the Wrld Trade Organization, specifically for
agricultural products. The DOHA decl aration outlines
three objectives of the agriculture negotiations.
Substantial inprovenents in nmarket access, reduction
wth a view to phasing out all forns of export

subsidies and substantial reductions in donestic
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support.

Mar ket access issues, which are the
specific topic for today's testinony, for negotiation
include tariffs, tariff rate quotas, tariff
adm nistration and inport state trading enterprises.
We have had a nunber of w tnesses appear this norning
and we have two witnesses on our schedule to appear
for this afternoon. Before letting the nenbers of the
i nter-agency panel introduce thenselves, | woul d just
briefly review for the wtnesses the procedures for
testifying.

As indicated in The Federal Register
notice regardi ng this hearing, we ask that you provi de
an oral statenment of approximately five m nutes which
provi des for about 10 m nutes of questions from our
panelists so that we can proceed efficiently through
our afternoon witnesses. This is not a congressional
hearing and in that sense, there wll not be red
yel |l ow and green |lights and, as chair, | wll exercise
afair amount of flexibility to allowthe witnesses to
make all their points and their statements but, if

necessary, | will gently rem nd you about the timng
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of your statenment so that we can in fact keep fairly
close to the schedul e we' ve set out for ourselves for
this afternoon.

Before calling our first wtness to nmake
their statenent, | would ask starting on ny far left
for the menbers of the inter-agency panel to introduce
t hensel ves and identify their agency affiliations.

MR. LI NSCOTT: My nane is Mark Linscott
and | am Deputy Assistant, USTR for Environnment and
Nat ural Resources.

MR WECKING |'mJohn Wecking fromthe

State Departnent. [I'min the Ofice of Agricultural
Tr ade.

MR. HAFEMEI STER: My nane is Jason
Hafeneister. |1'min the Agriculture Ofice at USTR

MR. WHI TLEY: Good afternoon. M nane is
Daniel \Witley. I'm with the Departnment of
Agriculture, Foreign Ag Service, Miulti-lateral Trade
Negoti ati ons Division.

MR. COLEMAN. |'m Jonat han Col eman. |'m
with the U S. International Trade Conm ssion worKking

in the Agriculture and Forest Products D vision.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

100

MS. VALDES: Good afternoon. M/ nane is
Ana Val des. U S. Departnment of Labor, Bureau of
| nternational Labor Affairs.

CHAI RMAN EI' SS:  Thank you all very nuch
and sowith that, | would call to the table M. Jaine
Castaneda, Vice President of the National MIKk
Producers Federation to nmake his statenent. Wl cone
and we | ook forward to hearing your coments.

MR. CASTANEDA: Thank you, M. Chairman
and nenbers of the commttee. As you said, ny nane is
Jai me Cast aneda. I"'m the Vice President for Trade
Policy for the National MIk Producers Federation and
a senior trade policy advisor for the US. Dairy
Export Council. At nmy side is Peter Vitaliano who is
Vice President for Econom cs and Market Research at
the National M|k Producers Federation.

| appreciate the opportunity to present
the views of the National MIk Producers Federation
and the U S. Dairy Export Council with respect to
mar ket access and the DOHA devel opnent agenda
negotiations in the Wrld Trade Organization. The

nost significant issue related to market access for
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the U S. dairy industry is that the mgjority of the
i nportant dairy product markets around the world, not
only our own, but also those to which U S. products
are exported are also subject to significant inport
restrictions and mar ket access barriers. Furthernore,
there are major disparities in the nature, extent and
hei ght of these barriers anong these countries.

It is critical that the U S. negotiators
in t he DOHA  devel opnent agenda agriculture
negoti ati ons recogni ze these di sparities and secure an
agreenent which fully addresses them The United
States proposed and successfully propounded the
concept of tariffication in the Uuguay Round
agricultural negotiations. Eager to ensure its
effective inplenentation, the United States then
attenpted to | ead by exanple submtting a clean tariff
of fer. However, other countries didn't. Thi s
resulted in significant changes and disparities on
tariffs anong not only OECD nenbers in devel oped
counties but also devel opi ng countries.

Just to give you an exanple on dairy

average tariffs, we have about 55 percent and for sone
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this may be high but if you |ook at dairy trade and
dairy tariffs around the world, nost of the OECD
average tariffs are well over 100 percent and, in sone
cases, 300 percent. This is not only in devel oped
countries but also in devel opi ng nations.

This is why this information clearly
denonstrates why the National M|k Producers and the
U S. Dairy Export Counsel supports the offer recently
tabled by the United States in the DOHA agricul ture
negotiations calling for the harnonization of al
tariffs to a maxinmum of 25 percent. They al so
denonstrate why conversely we would strongly oppose
that we do not address these changes, these
di fferences, because we believe that in all the
econom ¢ analysis that M. Vitaliano can expand on
denonstrate that it would be disastrous and it would
be extrenely damaging to the U.S. dairy industry that
we maintain the differences that exist today on
tariffs.

The anal ysi s that we di d of course enpl oys
a significant part of the negotiations, even though

they're not necessarily in the market access is the
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export subsidies, the elimnation of export subsi dies.
We strongly believe that the elimnation of export
subsi di es has to be part of any market access
negoti ati ons. The fact that we elimnate export
subsidies will raise prices around the world. These
prices will get closer to U.S. prices. Therefore, by
el imnating or reduci ng substantially tariffs also all
over the world, it will increase demand and create new
demand and this will also raise prices. Therefore, we
believe that an agreenent that secures this
har noni zati on of over quota tariffs and elim nation of
export subsidies will allow a positive result for the
U S. dairy industry.

However, again, if we don't elimnate
export subsidies and we go to a flat tariff reduction
as a percentage, we can have a significant harmto
the U S. dairy industry. This is our main nessage.
Ther e are nunerous aspects of our request that we have
sent on previous The Federal Registers and we'll send
further information on the Novenber request that
enpl oys di fferent concepts of our in quota, over quota

access and total access.
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Just to give you an exanple, the United
States -- and we will include this in our testinony--
we provide significantly nore access, 15 percent, 37
percent, eight percent on different products Iike
cheese, powders, butter, nore than any other country
t hat provi des access with respect to the Uruguay Round
commtnments which are where about five percent of
donestic consunption of the 1986-88. If you | ook at
different countries |ike Europe and Canada, they only
provide that five percent or even |less than that. W
are way above that quantity. Wiat we want is |evel
playing field. W all should be about the sane and we
shoul d all have reciprocal access. Thank you very
nmuch.

CHAI RMAN EI SS:  Thank you, M. Cast aneda.
Department of Agriculture.

MR. VWHI TLEY: Thank you. Thank you for
your testinmony, M. Castaneda. W have two questions
for you and basically they center around sort of |ike
the results of the Uruguay Round agreenent. Wth
respect to dairy exports, how have they fared fromt he

Uruguay Round? Have they i ncreased, decreased or sort
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of mai ntai ned where they were? The second part of the
question has to do with the balance of trade wth
respect to dairy. How has that fared from Uruguay
Round? Has it increased, decreased or sort of
remai ned | evel ?

MR. CASTANEDA: W th respect to exports,
we have certainly increased exports. Although a snmall
anount conpared to ot her countries, we have definitely
rai sed the level of exports. Perhaps a key point to
that -- and it's an excellent question -- is the fact
that we believe we can grow significantly nore if
t here woul d not be so many trade di storting nmechani sns
out in the world markets right now, specifically
export subsidies.

| will let Peter Vitaliano tal k about the
bal ance of trade.

MR. VI TALI ANO The broad brush on the
export side, sort of the European Union prior to the
Uruguay Round had about 50 percent of the world dairy
mar ket, nost of it subsidies. It's been cut back now
to about 35 percent or so. So the subsidy reduction

disciplines definitely did affect the maj or subsi di zer
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but the EU still has the lion's share of remaining
subsi dy perm ssions, so to speak, and that's why it's
very inportant that those subsidies be further
addr essed.

The big export gainers were the | ow cost
non- subsi di zing exporters, particularly New Zeal and
and Australia. In terns of the bal ance of trade sort
of antirational, the U S has allowed additional
i nports. Did gain sone additional exports but for
reasons having to do partly with policy and partly
with marketing, the additional inports were sort of
very market-sensitive products, particularly cheeses
and other m |k powder type conponents.

Qur chief exports -- I"'mtrying to think
how to say this exactly. W did gain sone additional
mar ket access but to a great extent |'mconvinced t hat
a mpjority of our export gains in recent years, sone
of themhad to do with the world prices com ng up but
alot of themhad to do with the fact that the U S. is
a maj or supplier of whey products and certain types of
cheeses whose export grow h m ght have occurred even

w t hout the Uruguay Round. Certainly whey products
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and | actose are not really subject to significant
trade barriers. W did get sonme access to Japan and
Kor ea.

So we benefitted sonmewhat but the way |
look at it is that the Uuguay Round wasn't
significant enough that it basically benefitted the
very conpetitive exporters. The U. S. kind of sits
somewhere in the mddle and that tide didn't really
rise up to our |Ievel. So that refers back to the
disparities that we were left with fromthe round. It
didn't really go far enough

MR. VWH TLEY: Thank you.

MR, COLEMAN: | have a couple of
questions. The first follows fromthe last. |If the
US tariff nodalities that have been proposed are
actually put into place, howdo you see that affecting
U S. exports and the bal ance of dairy trade in future?

MR. CASTANEDA: Let ne tell you fromthe
perspective of nodalities, what we have al ways seen is
that, like Peter Vitaliano said, if you |l ook at trade,
Austral i a and New Zeal and basically were the only ones

who benefitted fromthe U uguay Round, not Argenti na,
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not everybody el se. W haven't really created new
significant new demand in world dairy markets.
Basically, it was a transfer from European narket
shares to basically New Zeal and.

The new nodalities. You have to think
about just what it would do to bring down tariff
| evel s. The Canadian case or the European case.
There are well over 100 percent, in sone cases 300
percent. And in many ot her devel opi ng countries, too.
| think it would expand, not only again the new
markets but it would expand new demands. So | think
it would actually make a significant difference. And
then of course, U S. exports will depend a | ot on our
conpetitors and donestic policy, too.

MR. VI TALI ANC Just to restate that.
W' ve gained sone additional access in markets |ike
Canada and nmaybe in Japan. W'd have to share that
access in nost countries wth New Zealand and

Australia. But as M. Castaneda i ndicated, there are

l[imts. I1'vetriedto quantify those recently. There
are limts to the growth that New Zealand and
Australia can achieve. Every limt tat's been
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proposed previously has been surpassed. ' ve nmade
what | thought is a realistic estimate of that. W
projection is that world demand for dairy wll
outstrip the ability of those countries to supply it.
So the nore access you can open in the highly tariff-
protected markets, even though individually they're
not very big |i ke Canada, Japan. Japan is fairly open
onits products but butter and powder are still pretty
cl ose. You woul d create enough new demand that it
woul d not be able to be satisfied with those who are
in a position to the imedi ate gainers. That would
relieve pressure on inports fromour side, m ght even
open up sone additional access in the European Union
al t hough we' ve been waiting for that to happen a | ong
tine. And so sort of diffusing the gromh fromthe
obvi ous gainers and nmaking sone additional access
available to the U S. dairy industry didn't really
happen in the Uruguay Round. | nean genui ne access
from TRQ expansi on and high tariff reduction. That
woul d probably give us sort of a weakly positive
result, as we've indicated, and we have a slightly

expanded statenent that we can hand out today.
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MR. COLEMAN:  When | | ook at Table 1 of
your testinony, you can see for the U S there are
sone really pretty high tariffs there, 88 percent for
butter and close to 50 percent for the mlk powders.
Under the Swiss formula 25, those tariffs wll cone
down to 25 which is along way for themto fall. But
what | think you're saying is that in a conpletely
free market, international priceswill riseto sonehow
make U.S. product conpetitive or will be able to
sustain those 25 percent over quota rates. That
though is an enpirical question. How nmuch will world
price rise? How nmuch the Southern cone countries can
respond. Do you have any enpirical studies that you
can help us with this enpirical question?

The other follow up on that is given that
we have the support program and policies that have
been introduced under the latest farmbill, doesn't
that seriously inpede the ability of the U S. donestic
dairy industry to conpete in international narkets?

MR. VI TALI ANOG  You have several questions
t here. Let ne go back to your observation on the

hi gher tariffs that we have on butter and skim mlk
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powder. If you |look across that table by countries,
you'll see that those tend to be the highest tariffs
anongst a lot of countries so that the 25 percent
tariff ceiling would affect a | ot of peopl e besi des us
but yes, it woul d expose the U.S. to additional inport
access. For technical reasons, | think the EU nunbers
there are probably understated. But you and |
di scussed this earlier about that's the way the
nunmbers wor k out when you use trade data which can be
soneti mes strange.

In terns of your second question about --
can you repeat that second question.

MR. COLEMAN:. First of all, do you have
any enpirical studies that you can point to to show
how this all interacts?

MR. VI TALI ANO The kinds of things that
arereally specific to dairy, we've not seen very nmany
of themyet. Hopefully, the USDA ACRSw || be able to
cone up with sonme of them |'ve done sone initial
cuts nyself. We've put some of the prelimnary
results in our statenent for today, witten statenent.

W need to refine those a | ot nore because, as you
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know, it gets very conplex once you | ook at all these
things. What's the effect of subsidy elimnation on
world dairy prices? Wat's the effect? I1t's easier
to quantify the effect of a m ni num access expansi on
than a tariff reduction. So we're in the process of
gearing up to be able to do those for our own
pur poses.

MR. COLEMAN: But you basical ly think that
once the |iberalization has taken place, the U S. wll
be able to be conpetitive in the world nmarket.

MR. VI TALI ANO.  Yes. Your final question
had to deal particularly with the conti nued exi stence
of the price support system Wuld that affect our
conpetitiveness? Qobviously that's going to be
affected by whatever mght conme out in the donestic
support negotiations which is subject for another
hearing, | gather. | have a feeling that that's not
going to be the primary constraint. There may need to
be sone additional flexibility, but | think the bit
probl emthat would affect the U S. woul d be conti nued
mar ket access barriers and ot her hi gher cost countries

i ke Canada just to the north. That's a natura
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mar ket for us. W probably have | ess access to Canada
than any other dairy market in the world, which
continues to confound ne, and also the continued
elimnation of subsidies | think would nake a
substantial difference in world price.

Most of the enpirical studies, there's a
good one from Tom Cox at the University of Wsconsin
that showthat the U S. is basically the natural price
| evel that world prices would conme up to. There are
| ower cost producers but they don't have nuch vol une.
World prices could come up to our |levels and we're so
big that in a theoretically free market we would
probably be able to serve all the residual demand from
our production. [|'ve not seen a scenario where the
world prices in a free equilibrium situation are
hi gher than ours. So there's a asymetry where the
best we can do is kind of get up to just world prices
bei ng equal to ours. W need a better enpirical base.

MR. COLEMAN. Thank you.

MR, W ECKI NG Thank you for comng to
this hearing, both of you. W talked in general so

far about dairy products, kind of globally dairy
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products except for sonme nentions of there would be an
i ncrease presunmably in our exports for butter and m |k
powder, | think you said, to Japan. |'mwondering if
you had any other thoughts or estimtes on which
products in particul ar woul d see i ncreased exports if
the U S tariff nodality were in the end agreed to in
t he DOHA devel opnent agenda.

MR. CASTANEDA: That's a good question and
it's sonmething that we're currently working on. W're
devel opi ng a specific paper that will actually address
or target specific markets that our industry believes
that we can actually make significant inroads. I
think the nessage is clearly that we believe if
everybody i s about the sanme | evel on the conversation
-- and | may want to add that our original request or
proposal was to have a different coefficient than the
United States. It was actually a higher coefficient
of 50. But again, the main point is that we believe
that if everybody is at the sane I evel, | think we can
make significant inroads with respect to whether
donestic policy will nmake us nore conpetitive or not.

| think we have to see that whatever we agree on
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harnoni zation, it wll take a while to reach that
point and | think that there's definitely different
di scussion wth respect to future safety nets. There
is going to be a safety net for producers. That's
wi t hout a doubt.

But to answer specifically your question,
| think we're going to be very conpetitive on cheese
products and products |ike whey and | actose that are
byproducts and we are al ready conpetitive, and | think
we can be conpetitive on certain powders of higher
t echnol ogy.

MR. WECKING Thank you very much

CHAI RVAN EI' SS: M. Castaneda, thank you
very nmuch. If you would just check and make sure that
our recorders have all the necessary information with
regard to the spelling of your nane, etcetera. Thank
you very nuch.

Qur next wtness will be Ms. Sarah Thorn,
Director, International Trade G ocery Manuf act urers of
America. M. Thorn, wel cone.

M5. THORN. Thank you. Good afternoon

M. Chai rman and nmenbers of the TPSC. As was st at ed,
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my nane i s Sarah Fogerty Thorn and I' mthe Director of
International Trade at the Grocery Mnufacturers of
Arerica. It's a pleasure to be here today to offer
our views on market access issues related to the WO
agriculture negotiations. Just by way of background,
GVA is the world' s l|argest association of food,
beverage and consuner product conpanies. Wth U S
sal es of nore than $460 billion, GVA nmenber conpani es
enploy nore than 2.5 mllion workers in all 50 states.

As tinme is limted this afternoon, I'd
like tolimt ny remarks to three main areas. GWA's
goal s and obj ectives for the agricul ture negoti ations,
our views on the USTR proposal, and our concern over
the increasing prom nence of so-called non-trade
concerns in the negotiations, in particular in the
mar ket access secti on.

As we' ve noted in previous testinony, GVA
is primarily concerned with increasing market access
opportunities for the processed food and beverage
sector as well for primary agricultural products that
serve as ingredients for production globally. The

processed food sector remains the fastest grow ng
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sector of agricultural exports and, in fact, if you
| ook at the data, you'll find that since 1997 the
consuner oriented agricultural sector is the only
growi ng export sector, far outstripping both bul k and
i nternmedi ary products. Yet there are significant
barriers that Iimt future growth in this sector.
These include tariff peaks, tariff escal ation, overly
restrictive tariff rate quotas, and the proliferation
of non-tariff barriers to trade, especially in the
area of discrimnatory mandatory | abeling policies.
Agai nst this background, GVAis extrenely
supportive of the recent USTR mar ket access proposal .
We are particularly pleased with the proposed fornul a
for tariff cuts which we believe is the best way to
deal with the aggregation of tariffs that limted
gains in our sector during the U uguay Round. In
addition, we also believe that there are a nunber of
sectors, including pet foods, <cocoa and cocoa
contai ni ng products, soups and biscuits, that would
benefit from additional zero for zero tariff
elimnation once fornula cuts have been inpl enent ed.

We al so support the conprehensive nature
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of the U S. proposal since we are particularly
interested in liberalization and key i ngredi ents such
as dairy and sugar. Gven that this round is neant
to focus on devel opnent, we feel that it's
particul arly appropriate to denonstratewi llingnessto
open markets for comodities where devel oping
countries have a significant conparative advant age.

As supportive as we are of the USTR
proposal, we are equally concerned about EU demands
for inclusion of so-called non-trade concerns in the
agriculture negotiations. W believe this is a
bl atant attenpt to expand the DOHA mandate and coul d
seriously undermne |liberalizationinthe corepillars
of the negotiations. Let me briefly address our
objection to the inclusion of these issues.

Over the last several vyears, we have
deflected EU attenpts to include the precautionary
principle -- | have it in quotes -- "in the Kodak-
Sli mentari us Conm ssi on and ot her i nternational fora."
This new attenpt should again be rejected as it was
soundly in DOHA. The EU clearly w shes to underm ne

t he sci ence-based di sci plines of the SPS agreenent and
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to allow for regulations based on facts other than
sci ence.

In addition, the precautionary principle
woul d shift the burden of proof so that countries
wi shing to export products would be forced to prove
that products are safe, not that regulations are
justified due to their scientific basis.

GMA i s equal | y opposed t o new negoti ati ons
on geographi cal indications. W believe negotiations
inthis area coul d weaken trade mar ket protections and
put many fanous brands at risk. Additionally, export
opportunities in cheeses and neats coul d be di m ni shed
since we would be prohibited from using comonly
understood nanmes such as parnesan, feta, Polish
ki el basa and the Iike. Al t hough we commend U. S.
governnment actions to date to oppose any negoti ati ons
inthis area, we caution that the EU continues to link
progress Nds wth progress in the agriculture
negoti ati ons.

W encourage U. S. agricul tural negotiators
to continue to reject this |linkage since the issue of

geographical indications is clearly an intellectua
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property debate.

On | abeling, we understand that the EU
woul d |'i ke to create new gui delines to make explicitly
| egal mandatory  non- pr oduct related production
| abel i ng schenes. As we nentioned earlier, these
types of schenes are often discrimnatory and nore
trade restrictive than necessary. W believe that
instead of new guidelines what's truly needed is a
nore understanding adherence to the existing
di sciplines inthe WO agreenent on techni cal barriers
totrade. To this end, we are encouraged that the TBT
Committee wll continue to discuss |abeling issues.
W would recommend that the U S. governnent nake
maxi mumuse of this forumto of fset EU demands for new
rul es.

Thank you for the opportunity to testify
today. W're very optimstic about the chances for
meani ngful reformin the processed food sector which
will lead to increased choice and nore affordabl e food
for consuners globally. W comrend USTR on their
strong | eadership in agricultural negotiations and

| ook forward to conti nued coll aboration as the tal ks
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pr oceed.

CHAI RVAN EI SS:  Thank you, Ms. Thorn.

M. Hafeneister.

MR.  HAFEMEI STER: Ma'am you in your
testinony you identified your interest in nore
anbitious tariff negotiations including the prospect
of going to zero for certain products. Has your
organi zation been in touch wth other organizations
and can you give us sone sense of their interest in
pursuing these initiatives.

M5. THORN: W work globally through
sonet hing call ed the International Council of G ocery
Manuf acturers Associ ations which is a | oose coalition
of GVA-like organizations globally and this is a
proposal that we floated to other associations,
particularly actually with the Europeans Cl AA which
represents Europeans. | think while there's general
interest, we have not done the basic | egwork to make
this an absolute priority yet because, quite frankly,
we're nore interested in the broader fornmula cut and
getting a good formula first and we see that the

sector by sector initiatives are sonething that
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conplinment the fornmula cuts and so we've sort of
reserved our efforts to seeing how we cone out in the
formula, how we do within the market access, and then
we'll work. But certain subsectors of GVA, | know t he
Pet Food Institute and pet food are very particularly
interested in this and cocoa and cocoa containing
products. But as GVA, we have not made the big effort
to link that. But we recognize that it has to be a
public/private sector cooperation.

MR. WECKING Good afternoon. You know
that part of the DOHA devel opnent agenda or an
i nherent part of that is expected to be special and
differential treatnent for devel oping countries. You
made, | think, a glancing reference to that in your
testinmony just now. But | wondered if you could
expand. Does your organization feel that devel opi ng
countries should get S& treatnent in the form of
perhaps lesser tariff cuts or special safeguards as
came out of the Uuguay Round? Have you given any
t hought to this?

M5. THORN: In a perfect world, there

woul d be no special and differential treatnent because
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essentially what you're saying is that these countries
doesn't get to benefit fromliberalizationuntil |ater
so they're essentially denying thensel ves the benefit
of agricultural liberalization. | don't think there's
any way we can get around havi ng sone sort of phase in
as we did because you've already set a precedent in
the Uruguay Round in terns of staging.

VWhat we wouldn't like to see in terns of
special and differential treatnent is sectors taken
off the table. W think that is absolutely not part
of a conprehensive negotiation and can underm ne the
gains. What we'd like to see instead of necessarily
special and differential treatnent is an increased
focus on trade-related capacity building so that
devel oping countries have the opportunity to take
advant age of the gains that can be afforded through
agricul tural trade liberalization because it's
actual |y devel opi ng counti es and actually in the val ue
added area that you can actually see the real return
to devel opi ng countries.

MR. WECKING Thank you

MR. WHI TLEY: Good afternoon and t hank you
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for your testinony today. |'mnot sure you nentioned
it here today but | read through your testinony
bef orehand and t ook note of your nentioning about
sone conplex and difficult tariff schenes that your
i ndustry faces around the world. Could you el aborate
on those and could you talk a little bit about these
schenmes being converted to either a specific only or
ad valoremtariff and is that what your industry is in
favor of?

M5. THORN: Yes. W had nentioned in our
testinony the fact that a |ot of our products face
very conplex tariff fornulas in terns of the fact that
say a cocoa product or a chocol ate product, you go to
export to Europe and you've got a specific tariff on
t he particul ar i ngredi ents and then -- you know thi s--
and then a nore conplex ad val oremformula on top of
that. So it's very hard actually, even with a brand
of product, to even cal cul ate what you're paying in ad
val oremterns because if you think of it in a branded
product, you have a higher price so you' re actually
payi ng a greater wei ghted average.

So what we'd like to seeis a little bit
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nore clarity in terns of converting to ad val orem
specifically. | think it would be nuch easier for
conpanies to also recognize the value of the tariff
cuts to have a nore sinplified ad val orem system

MR, WH TLEY: Has your organization
undergone any of these exercises in trying to sort
t hrough the so-called naze and cone up with sinpler
schenes.

M5. THORN: We haven't per se. Particul ar
sectors again. I know that this is particular
interest to sort of the chocol ate manufacturers and
they have proposed a sort of nuch nore sinplified
pr ocess.

MR. WHI TLEY: Thank you very nuch.

MR. LINSCOTT: Thank you, Ms, Thorn, for
your testinmony. Paragraph 32, subparagraph 3 of the
DOHA declaration directs the WIO Commttee on Trade
and Environnment to discuss eco |abeling including
whet her there's any need for clarification on WO
rules on eco |abeling or labeling for environnental
pur poses. Does the GVA believe that existing WO

disciplines in the TBT and SBS agreenents are
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sufficient to address its concerns related to | abeling
based on PPMs, processing production nethods?

M5. THORN: In fact, yes, we do believe
that the TBT disciplines are accurate but what we
di sagree with i s whet her people are adhering to those
di sci plines and what we've been noticing globally is
a proliferation of mandatory process based | abeling
that doesn't really | ook at the core principles of the
TBT agreenent. What's the objective of the | abeling
regi me? Is this particular regine nore trade
restrictive or trade discrimnary than necessary? And
then is there an alternative need to provide consuner
informationin aless restrictive way? In the case of
eco |labeling and eco schenes, a lot of these other
sort of mandat ory based consuner information | abeling
schenes, we feel that a voluntary system obviously
that would be truthful and not m sl eadi ng, sonme sort
of criterion, would be far nore effective.

But yes, we believe that if the TBT rul es
don't cover labeling, |I'm not sure where they are
covered. But that's one of the reasons. You know, we

have sone concerns with the fact that you're having
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di scussions on |l abeling in a commttee where you don't
necessarily have strong rules and we favor a nore
robust di alogue in the TBT Conm ttee because a | ot of
t hese i ssues are educational issues and we've seen in
the last couple of years countries having a nore
conpr ehensi ve understandi ng of the TBT rules as they
apply to | abeling.

MR. LINSCOIT: Thank you.

MS. VALDES: Good afternoon. | have a
couple of questions. |In your witten testinony, you
mention that every one billion of export of processed

f ood products support 16, 700 j obs conpared with 12, 700
jobs in export comodities. Can you tell wus or
provide data later on what's the current enpl oynent
situation in the U S. processed food industry and if
t here have been any changes in the |ast 10 years?
M5. THORN: Honestly, | don't have that
data off hand. | think in ny oral testinony I talked
about the fact that we represent roughly 2.5 mllion
wor kers, but | don't have the graph to denonstrate
where we're expanding or contracting unfortunately.

MS. VALDES: Ckay.
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M5. THORN. | can try to find it but 1'd
probably be going back to ERS for that.

M5. VALDES: VWhat job activities are
i nvolved in your industry?

M5. THORN:  Pardon?

M5. VALDES: What job activities are
involved in your industry? Driver, salesperson,
war ehouse peopl e.

M5. THORN: We represent the manufacturers
of food products so we woul d enploy not only the R&D

but also the factory workers on the lines producing

food products. Sonme of our conpanies are nore
vertically integrated than others. In fact, we
contract farmers all the way wup through the

di stribution chain but it depends on the particul ar
conpany.
MS. VALDES: Are you finding qualified
workers in the U S. to neet current enpl oynent needs?
M5.  THORN: Yes. Again, 1'm sorry.
That's an assunption. | don't have any data to back
t hat up.

M5. VALDES: M final question is where
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primarily are producers processing plantsinthe U S. ?

M5. THORN:. Depends on the sector you're
| ooking at. But in general, you see a lot of
processi ng of what you consider traditional grocery
products in the Chicago, Illinois area, sone in
California, New York State, but it really depends
because if you're tal ki ng about neat processing, it's
in the m dwest. On labor issues, | quite frankly
should nention that fact that the sugar programis
detrinmental to |abor enploynent in the United States
because the prices are so high. You' re seeing job
flight to be able to serve this market as a residual
mar ket through exports. So if you want to | ook at
| abor and enpl oynent issues, |ook at sugar.

MS. VALDES: Thank you so nuch.

M5. THORN: | had to get it in.

CHAI RVAN EI SS: kay. | m ght ask. I
think there would be sone interest and if you could
per haps ei t her consi der el aborating on additi onal data
wWth respect to the questions about the trends in
enpl oynent in your industry to the extent from your

menbershi p you can gl ean sone additional information
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about the job differentiation, we would certainly
wel cone that. There certainly is opportunity to
provi de additional information for the record.

And with that, | would Iike to thank you
for your tinme and for your statenents and for your
responsi veness to the questions and | declare the
heari ng adj our ned.

(The hearing was adjourned at 2:40 p.m)

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




